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When a Monopoly Is 
Not a Monopoly 


Contrary to popular belief, the public utilities are 
faced with a competition that sometimes regulates 
them through the law of economics even more 


effectively than do the state commissions. 


This 


article points out when and how. 


By RANDALL J. 


Tosi is firmly bedded in the 


public consciousness the notion 

that the gas and electric busi- 
ness is wholly monopolistic in charac- 
ter. 

This belief is not confined to the 
householder who finds only one com- 
pany in a position to serve him with- 
in a given territory. The courts 
themselves to a very considerable ex- 
tent have predicated the rights of the 
States or of their public service com- 
missions to regulate such businesses 
upon an assumption of their monop- 
olistic nature. They have gone so far 
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as to say that unlimited competition 
in this field should be prevented, as it 
would occasion a needless duplication 
of facilities and investment that would 
result in poor service and high rates 
to consumers and disaster to the util- 
ity companies. As a corollary to this 
protection doctrine the courts have 
held that the public must be protected 
from extortionate rates or poor serv- 
ice through the regulation by some 
public agency. 

Yet reference to court decisions, 
reports of utility commissioners and 
publicists all show the universality of 










the belief that complete monopoly ex- 
ists. Mr. Justice Stone of the United 
States Supreme Court in a late de- 
cision made the statement that “the 
element common to all” cases where 
that court had upheld regulation “is 
the existence of a situation where a 
combination of circumstances ma- 
terially restricts the regulative course 
of competition.” * 


| Raped year a commission was ap- 
pointed in New York to study 
the revision of the existing methods 
of public service commission regula- 
tion in the state. That study resulted 
in several reports to the legislature 
and to certain legislative changes. It 
is interesting to note that even the re- 
port of the minority of this commis- 
sion, headed by Professer James C. 
Bonbright, (and I refer to the mi- 
nority report because it claimed that 
existing conditions were all wrong) 
was predicated upon the supposition 
that this was wholly a private monop- 
oly and that the only remedy for the 
evils claimed to exist lay in certain 
changes plus the threat and the actual- 
ity of public competition. To quote 
their language: 

“We are convinced that only by 
establishing a definite and workable 
standard of rate making, enforceable 
by an active public service commis- 
sion, urged on by an enlightened pub- 
1 Dr. Charles Brown, a member of the New 

Jersey Public Service Commission, recently 
made the statement that the reason for regu- 


lating business of this character is that “cer- 
tain commodities, gas, electricity, water . . . 
must in the nature of things be monopolies.” 

Dr. Mosher, in his book “Electric Utili- 
ties—The Crisis in Public Control,” referring 
to the history of the development of the elec- 
tric industry said, “It was early demonstrated 
that quasi-public services in order to be ef- 
ficient and successful must be carried on un- 
der monopolistic or near monopolistic condi- 


tions.” 
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lic opinion, and with the probability 
of public competition in the back- 
ground if the companies continue 
their present tactics, can regulated 
private monopoly in the rendering of 
the public services continue.” 


AS we all know, there have been 
in recent times certain attacks 
upon the existing system of public 
utility regulation and claims have 
been made that the system has not 
functioned satisfactorily in the pub- 
lic interest. To these charges the 
companies have replied by pointing 
with pride to the unique record of the 
gas and electric industry in reducing 
rates to the consumer and improving 
service in the face of mounting costs. 
Out of this conflict of opinion has 
come a closer scrutiny of this still 
infant industry by its managers as 
well as by the outside critics. As a 
result, some of the fundamental 
theories are being reconsidered in the 
light of present conditions. Perhaps 
the most important of these is this 
very belief that the business is monop- 
olistic. 

Personally, I feel that the testi- 
mony of Mr. Floyd L. Carlisle before 
the Public Service Revision Commis- 
sion, indicating the large part that 
competition plays, was one of the 
most enlightened contributions to the 
discussion. It is this aspect of com- 
petition in the operation of electric 
and gas companies that I would like 
to treat in this article. 

If my references are chiefly to the 
Niagara Hudson Power Corporation 
or if my thoughts are somewhat col- 
ored by the conditions affecting it, 
the reason may be explained by my 
greater familiarity with the operating 
companies embraced within that sys- 
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tem. Probably the monopoly element 
is less evident in that system than in 
any other, but at the same time I be- 
lieve that the conclusions which may 
be drawn from its operations are in 
large degree applicable to other power 
systems. 

While these observations are con- 
fined to the electric phase of the busi- 
ness, (we live in an electric age in 
which the use of this energy and 
power has a far more important bear- 
ing upon the processes of industry and 
upon our daily lives than has gas), at 
the same time the conclusions drawn 
from the electric statistics may be 
similarly drawn from the gas data, 
although to a lesser degree. 


ET us take, for example, the Niag- 

ara Hudson system as an exam- 

ple for the purpose of illustrating a 
point. 

Approximately 15 per cent of the 
kilowatt hours of electricity sold by 
this system is sold to household- 
ers, farmers, municipalities, and small 
users. Eighty-five per cent goes to 
large industrial users. These might 
be termed the two major classifica- 
tions of the business. 

The bulk of the sales to industry 
is through the medium of negotiated 
contracts. The reason for this is that 
practically every large industry uses 
energy in a different fashion, and the 
value is largely determined by the 
conditions under which it is used. 
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To illustrate: 

Plant A and plant B might each 
consume 1,000 kilowatt hours of 
energy in a given period of time. 
Plant A, however, might take its 
power continuously and never exceed 
or fall substantially below a uniform 
demand of, say, 10 kilowatts. Plant 
B, on the other hand, might call for 
the energy only spasmodically and 
consume the entire 1,000 kilowatt 
hours within a very short period of 
time. 

In the case of plant A, the utility’s 
capital investment necessary to serve 
it, (and it should always be remem- 
bered that the capital costs are the 
great factors in determining rates), 
is much smaller than in the case of 
plant B, and it is being continuously 
utilized. On the other hand, the capi- © 
tal investment necessary to serve plant 
B is idle for the greater portion of 
the time. Consequently, the rates for 
the identical amount of energy must 
vary. 

This and other factors make it 
necessary to work out contracts for 
most large users that will take into 
account the peculiar facts surround- 
ing their individual situations. 


. is a fair statement that all of the 
large industrial power business is 
competitive. 

This is true whether the consumer 
is served under the terms of a con- 
tract negotiated to meet his peculiar 


Chief of these are fuel oil, coal, coke, bottle gas, and, in 


q “In the field of fuels industrial gas has many competitors. 


certain cases, wood. In fact, tradition has established so 


well the use of these other fuels that gas for industrial pur- 
poses has the burden of proving its superiority in cost and 
utility before a manufacturer can be persuaded to adopt tt.” 
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requirements, or whether he is served 
pursuant to a filed power tariff. This 
competition takes several forms. 

The first point to determine is 
whether or not the industry can pro- 
cure its power more advantageously 
from some private source other than 
the local public utility company. 

The company may, for instance, be 
the owner of its own hydroelectric 
plant purchased in the past at a price 
that will permit it to develop its 
power to meet its own requirements 
at low prices. Accurate statistics are 
not available but it is believed that 
if a survey were made of the hydro- 
electric developments within the state 
of New York it would be found that 
the percentage owned by private in- 
dustries rather than by public utility 
companies is very substantial. Ona 
stream such as the Hudson river, for 
example, I would expect that the in- 
vestigation would show that almost 
half of the water power development 
was under the control of nonpublic 
utility companies. In order to dis- 
place power of this character gen- 
erated by industries themselves the 
utilities of necessity must offer lower 
prices and they must overcome the re- 
luctance of an industry to dispose of 
power generating facilities which are 
now within its exclusive dominion and 
control. 


da ee form of industrial plant 
competition may be found in in- 
dustries which, in connection with 
their own processes, can generate 


power as a by-product. The indus- 
tries which can do this profitably are 
numerous: 

For example, in the case of many 
of the textile plants such a vast quan- 


tity of steam is needed for process 
purposes that by-product steam may 
be used through bleeder turbines and 
otherwise to generate electricity at 
such a slight additional cost as to be 
far below the price that the average 
utility could generate it in even the 
most efficient plant. 

Again, certain manufacturing proc- 
esses, (as, for example, in the pro- 
duction of cement), burn large quan- 
tities of fuel in kilns in which only a 
portion of the heat is extracted for 
the process purposes. Frequently it 
is possible by the installation of steam 
boilers to convert the balance of 
otherwise wasted heat into steam for 
power generation. 


re. another type of competition 
which is rapidly developing is the 
production of mechanical power by 
the Diesel engine which depends upon 
the utilization of low-grade fuel oils. 

In the case of industries which are 
located at considerable distances 
from utility generating plants and 
where other sources of power or fuel 
costs are high, the Diesel engine may 
be justified economically in prefer- 
ence to the purchase of power from 
utilities. 

There are also other processes in 
connection with the operation of 
blast furnaces where large quantities 
of gas are produced which is useless 
in so far as the furnace operation is 
concerned. In many of the larger 
plants this gas is collected and is used 
for the production of power in inter- 
nal combustion engines. 


N other words, certain industries 
can produce their power under 
conditions with which the utilities 
cannot compete, save, perhaps, in the 
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The Power Company Does Not Enjoy a Monopoly When— 


1: The consumer can procure his power more 
advantageously from some private source 


than from the local utility: 


: The consumer can generate his own power 


as a by-product: 


: The consumer can produce mechanical 
power by the Diesel engine, which operates 


on low-grade fuel oils. 





way of supplying stand-by service. In 
another large group of plants, power 
may be generated so cheaply that sales 
by the utility company can only be 
made by bettering the price or offer- 
ing other inducements. In fact, any 
large power user, whose power costs 


materially affect the price of his prod- 
uct, is in a competitive position where 
he can threaten to produce his own 
power if low rates are not provided by 
the utility. 


HIs threat of competition is far 
more potent today than in the 
past as a brief reference to the follow- 
ing clearly defined reasons indicates. 
In the first place, the era of con- 
solidation and expansion of recent 
years has resulted in larger plants 
where the economies of the utility 
central generating plants may be ap- 
proached more closely than in the 
case of the smaller factories of the 
past. The unit cost of power de- 
creases rapidly in proportion to the 
increase in size of the generating 
plant. The increased size of modern 
industrial organization, furthermore, 
permits the hiring of adequate tech- 


nical staffs to design and operate their 
own power plants. The raising of the 
necessary capital is also easier for the 
large corporation of today. 

In the second place, the competi- 
tion between manufacturers has like- 
wise become so keen that all ele- 
ments affecting the cost of their prod- 
uct are subjected to constant scrutiny 
in the search for additional econo- 
mies. Needless to say, the monthly 
power bill does not pass unchecked. 
Nor do the salesmen for electrical 
generating equipment of the character 
adapted to isolated industrial plants 
lose any opportunity of persuading 
the manufacturers to produce their 
own power. 

And, in the third place, an increase 
in competition of this character is 
caused by the striking technical devel- 
opments of recent years. By technical 
improvements in the art of electrical 
generation, fuel costs have been 
halved and automatic stoking and 
control devices have greatly reduced 
the operating expenses. 


HESE examples deal with electric- 
ity as a motive force in industry. 
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Obviously, in the field of fuels in- 
dustrial gas has many competitors. 
Chief of these are fuel oil, coal, coke, 
bottle gas, and, in certain cases, wood. 
In fact, tradition has established so 
well the use of these other fuels that 
gas for industrial purposes has the 
burden of proving its superiority in 
cost and utility before a manufacturer 
can be persuaded to adopt it. 


A factor of major impor- 
tance that bears on the question 
whether industry buys power from 
the utilities in large amounts is what 
we might term the “competition of 
rival process.” 

Operations may be done electrically 
today, but tomorrow a new process 
may be discovered with which the 
electrical method has to compete— 
perhaps unsuccessfully. 

Take the case of ammonia. 

While ammonia is chiefly produced, 
as a by-product of coal gas manufac- 
ture, it is being manufactured by the 
influence of electrical discharge upon 
the constituent elements, nitrogen and 
hydrogen. A manufacturer who uses 
power for this purpose recently ap- 
proached the local power company 
and complained that he was no longer 
able to compete with the chemical 
process at the rates charged for 
power. A _ thorough investigation 
showed that a reduction in rates for 
his electric power, even to the point 
of making a gift of it, would still 
leave him with a higher production 
cost than his competitors who use the 
chemical process. Naturally he was 
forced to step out of the market. 


|S here herself, may be a com- 
petitor of the utility companies. 
Witness the use of gas and electricity 
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in refrigerators that supplant natural 
ice; the electrical production of car- 
borundum and graphite in place of 
grindstones, whetstones, pumice, and 
emery; the manufacture of artificial 
silk or rayon from wood pulp in place 
of natural silk; the production of 
nitrates electrically in place of natural 
fertilizers. 

Another case of an invention which 
affects the power business is furnished 
by the private automobile and the bus. 

In the past, the local trolley and 
interurban lines were large users of 
electric energy; today, many trolley 
lines are abandoned while others limp 
along in the hands ef the receivers. 
Whether the electrification of the rail- 
roads will even the balance by displac- 
ing the steam locomotive affords an 
interesting speculation and another 
phase of competition. 


AZ major form of competi- 
tion in the industrial business 
might be termed “place competition.” 
By this I mean the ability of manu- 
facturers to move to other localities 
to procure lower power rates or other 
more favorable conditions. 

In a certain limited class of in- 
dustries the power costs are the all- 
important factor in determining 
the ultimate price of the product. 
Chief examples of these are the 
electro-chemical, electro-metallurgical, 
and paper industries. Companies of 
this type must not only have cheap 
power but in order to meet rival com- 
petition, in many cases, they must 
move to the locality affording the 
cheapest power. 

At Niagara Falls, for example, 
great industries have developed in re- 
liance upon the very cheap power 
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that is available there; in recent years, 
however, the maximum amount of 
water which the power company is 
permitted to utilize under the treaty 
with Canada has been reached. It 
has been apparent for some time that 
unless the treaty is changed to per- 
mit additional diversion for power 
purposes industries of this character 
realize that their expansion must oc- 
cur at other places where cheap power 
obtains. 


| yeoman wed there has been a pro- 
ceeding before the New York 
Water Power and Control Commis- 
sion prompted by the desire of that 
body to impose a tax upon certain of 
the power generated at Niagara Falls 
of $5 a horsepower. Under the 
power contracts with the industries 
located there, it is agreed that any tax 
of this character is passed on to the 
consumer. As a result, these indus- 
tries sent their representatives to the 
hearings before the commission to 
protest the imposition of such a tax 
upon their operations; they pointed 
out that they located there because of 
their reliance upon cheap power, and 
they also demonstrated the economic 
folly of such a proposed tax. 

I refer to this case because at the 
time tangible proof was given of the 
competitive features of other locali- 
ties that were tending to attract in- 
dustries away from Niagara Falls, at 
least to the extent of additions to 
their plants. 
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In this case, the representative of 
a large carbide company, one of the 
pioneer plants at the Falls, testi- 
fied that it had built plants in Nor- 
way in order to take advantage of the 
extremely low power costs that exist 
there and that the charge which the 
state was threatening to impose was 
roughly equivalent to the transporta- 
tion cost of shipping a ton of its prod- 
uct from Norway to this country. In 
addition, he stated that his concern 
is engaged in constructing a very large 
combined hydroelectric and steam de- 
velopment in West Virginia where the 
locality permits the use of coal prac- 
tically at the mouth of the mine. 

Another concern, in the same pro- 
ceeding, pointed out that up to 1916 
all the crude abrasives produced by it 
were made at Niagara Falls, whereas, 
today, only 35 per cent are manufac- 
tured there; he claimed that a sub- 
stantial state tax, in addition to the 
existing power rates, would possibly 
require the location of its furnace 
plant in another state. 


A LARGE manufacturer of chemical 
steel alloys gave testimony that 
it had two major plants; one was lo- 
cated in. Pennsylvania and one at 
Niagara Falls. He stated that all 
costs at the Pennsylvania plant were 
substantially lower than the equivalent 
costs at Niagara Falls, with the sin- 
gle exception of the electrical energy, 
and that if the cost of energy at the 
Falls should be increased the sole rea- 


such electric energy from the utilities, there is ever present 


q “WHILE the economics are all in favor of the purchase of 


(as, for example, large office buildings), the possibility that 
the customer will install a small electric plant of his own.” 
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son for the company’s maintenance 
of its plant at that point would disap- 
pear. 

These incidents show the extreme 
sensitiveness of industry of this char- 
acter to power costs. It means that 
in a state where power rates are very 
low, but other factors such as taxes, 
stringent labor laws, distance from 
market, and other factors tend to in- 
crease manufacturing costs, that any 
industry which builds a new plant or 
expands an old one must consider all 
of these elements—particularly in a 
community where these other consid- 
erations must be taken into account 
and where power rates must be low in 
order to offset them. 


S° much for the competitive nature 
of industrial power rates. But 
what about the other 15 per cent of 
the business? 

In the Niagara Hudson system, 
(which we have been using as an 
example), in the year 1929, approxi- 
mately seventy-four million kilowatt 
hours or 1.13 per cent of the total 
sales were sold for street and high- 
way lighting, whereas approximately 
seventy-six million kilowatt hours or 
1.18 per cent of the total sales were 
delivered to municipalities for light- 
ing of public buildings, municipal 
pumping, municipal distribution, and 
other purposes. 

This business is customarily han- 
dled by negotiated agreements. Cer- 
tain municipalities have hydroelectric 
and steam-generating plants of their 
own and, in some instances, they use 
electricity in such large quantities as 
to invite competition for the contract. 

Apart from this, however, there 
are other factors which insure that 
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the municipalities will secure fair 
treatment from utility companies. 
For example, there is the control 
which the municipality has over taxes 
and over franchises. There is also 
the very real desire on the part of the 
utilities, in the interests of their gen- 
eral public relations, to conduct their 
dealings with municipalities upon the 
highest possible plane. 

During that same year, 1929, four 
hundred and seventy-eight million 
kilowatt hours, or 7.35 per cent of the 
total, were sold for commercial pur- 
poses. This includes the supply to 
apartment houses, hotels, stores, 
theatres, and similar customers. 
While the economics are all in favor 
of the purchase of such electric ener- 
gy from the utilities, there is ever 
present (as, for example, large office 
buildings ), the possibility that the cus- 
tomer will install a small electric 
plant of its own. Utility rates and 
service must take this factor into ac- 
count. 


H’’ about the sales of electricity 
to householders and farms? 
Last year, this business amounted to 
approximately three hundred and 
fourteen million kilowatt hours, or 
4.82 per cent of the total of the sys- 
tem’s sales. + 

It is here that the problem of pub- 
lic utility regulation centers. Here, 
obviously, competition plays its small- 
est part, yet it is ever present to an 
appreciable extent. 

In some localities the gas and elec- 
tric companies are controlled sepa- 
rately, and there may be competition 
between the two for lighting, cook- 
ing, and heating purposes. Again, in 
the case of house heating, gas and 























electricity are generally at a competi- 
tive disadvantage with coal and fuel 
oil; furthermore, in isolated locali- 
ties, wood, coal, kerosene, and bottle 
gas may be utilized to advantage. 
For these and other reasons it is fair 
to state that there is an element of 
competition present in this phase of 
the business, but it is not a controlling 
element in the situation of the usual 
domestic user. 

Between the domestic ratepayer and 
uncontrolled monopoly stand shields 
of protection. One is the ratepayer’s 
legal right to invoke the agencies of 
the state and the courts to insure that 
he is charged reasonable rates and no 
more. The other, more intangible 
perhaps but equally real, is the desire 
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on the part of the enlightened utility 
companies to see that service is of 
the highest order and that these do- 
mestic consumers are given the most 
favorable rates that the facts will 
justify. 

This attitude is based not only on 
the practical desire of the utilities to 
maintain satisfactory relations with 
its public, but also on its realization 
that it is a wise business policy if 
the consumer knows that his rates are 
reasonable and that the utility com- 
pany is treating him fairly. Knowl- 
edge of this kind tends to increase the 
ratepayer’s use of the utility’s serv- 
ices, and thereby increase the revenues 
of the company and pave the way for 
future rate reductions. 











What the State Commissioners 
Are Thinking About 


Te in regulation are taking new and significant turns. The increas- 
ing evidence of the purpose of some of our legislators to extend the 
power of the Federal Government into the states; the rise of the motor 
bus as a competitor of both the street railways and the steam railroads; 
the injection into politics of state and Federal power development projects; 
the extraordinary growth of the natural gas industry—these are but some 
of the timely and important economic and political problems that are 


confronting the state commissioners. 


In the next issue of this magazine will be published an analysis of the 
outstanding opinions expressed toward these problems at the annual con- 
vention of the National Association of Railroad and Public Utilities Com- 
missioners—an important gathering of the commissioners from practically 
every state in the Union, which came to a close just as this issue of 


Pustic Utitities ForTNIGHTLY was going to press. 
The next number will be out December 25th. 

















Why Government Operation 
Is Political Operation 





What the proposed transfer of the management 

of public utilities from business men of proven 

capacity to politicians would mean both to the 
ratepayer and to the taxpayer. 


By PAUL TOMLINSON 


' , J uEN enthusiasts raise their 

voices in favor of what is 

called government owner- 

ship of utilities, one has little choice 

but to assume that their motives are 
sincere and their intentions good. 

On the other hand, it is the privi- 
lege of those who are not so sure that 
government ownership is a good thing 
to ask these enthusiasts if they have 
thought the matter through to its logi- 
cal conclusion. When they think of 
government ownership and operation 
do they see a picture of able, disinter- 
ested, zealous individuals operating 
the utilities in the interests of the con- 
sumers? 

Doubtless they do. There are other 
people, however, somewhat more cyni- 
cal, who see in government ownership 
and operation an opportunity for poli- 
ticians to place their friends and 
henchmen in positions which they are 
not qualified to fill, either by training 
or ability; they see poorer service to 
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the consumer ; they see a threat of in- 
creased taxes resulting from unen- 
thusiastic and inefficient management. 


W: in this country have been 
taught to believe, and rightly, 
that our economic and social advance 
has resulted from individual need and 
ambition stimulated by individual en- 
terprise and initiative. This is the land 
of individual opportunity. It is also 
a land of healthy competition, where 
the best man wins, where service is 
rewarded with customers, and efficient 
management with profits. 

Put the government in charge of 
business, and the individual becomes 
a mere automaton; initiative and abil- 
ity fail of adequate rewards, and with 
the plums falling into the laps of polit- 
ical creditors all incentive to effect 
improvements and economies disap- 
pears. What do these people care 
about service? 

What especial regard have they for 
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economical operation? What interest 
do they take in increasing efficiency? 

Let those who advocate government 
ownership and operation of business 
consider our government’s adventures 
in shipping and railroading. Let them 
compare the service rendered by our 
privately owned railroads and utilities 
with that given by similar enterprises 
in Europe, government owned and op- 
erated. Let them consider our gov- 
ernment’s pitiful attempts to control 
the price of agricultural products. 
The government has no place in busi- 
ness; the fathers of this country rec- 
ognized this fact, as have our out- 
standing presidents from Washing- 
ton’s time down to the present. 

Calvin Coolidge once said of gov- 
ernment ownership and control: 

“Broadly extended this is commu- 
nism,” and no one has ever questioned 
Mr. Coolidge’s ability to think straight 
economically. Many of our legislators 
who protest most loudly against com- 
munism and the “Red” menace will 
nevertheless advocate government 
ownership and operation of our utili- 
ties. 

Is it possible that the greatest 
threat of communism comes from our 
own well-meaning but misguided fel- 
low citizens who think that govern- 
ment appointees can run a business 
better than men who have grown up 
in business and won their way to the 
top by hard work and proven ability? 


fg Comemsnce will not mix with poli- 
tics. When one of our Senators 
urges government development and 
operation of Muscle Shoals on the 
grounds that otherwise private capital 
will never spend money on some of the 
sites there, he is unintentionally put- 
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ting forward a powerful argument 
against the very thing he is advocat- 
ing. What he says, in effect, is that 
private capital will go into something 
only if it promises to be profitable, but 
that the government has no such hesi- 
tation so far as the taxpayers’ money 
is concerned. This gentleman often 
talks about the rights and interests of 
our people. Does he understand how 
highly technical the utility business is? 
Does he think that if it comes under 
government management it can ever 
escape political control? Can he men- 
tion any instance of economic good ac- 
cruing to the country from politics? 

We hear loose talk about the “pow- 
er trust,” but in the opinion of a re- 
cent president of the National Asso- 
ciation of Manufacturers: 

“Of all the trusts that menace the 
future of our country today the polit- 
ical trust looms as the most sinister; 
and in this intemperate day of inquiry 
into the affairs of others, it is high 
time that the people are getting to- 
gether and appointing a committee to 
investigate it.” 

Government should concern itself 
with statesmanship, not with business. 
Most state Constitutions, like the Fed- 
eral Constitution, provide that no debt 
shall be incurred except to pay exist- 
ing debts, to suppress insurrection, re- 
pel invasion, or defend the state in 
time of war. In other words, the 
state’s money and credit may be spent 
only for purposes of government and 
are not available for business under- 
takings. 


M ucH of the recent agitation for 
state ownership relates to water 
power, and the governor of New York 
state evidently is gambling much of 
his political future on such an issue. 
























































Can he expect the people of his own 
state and of the country to back him 
with their votes, when they see how 
the state of New York persists in the 
business of operating the Erie Canal 
system at a huge annual loss? Can 
they expect that state operation of wa- 
ter-power systems will be any less ex- 
pensive for the taxpayers? 

Both North and South Dakota have 
made well-remembered entries into 
business, with disastrous results, and 
it is interesting to note that efforts to 
have state governments take over wa- 
ter powers and other utilities have 
failed in Oregon, Nebraska, Califor- 
nia, and in other states. 

The people are learning, if our leg- 
islators are not. 


MM?” municipalities, of course, 
have engaged in the businesses 
of water, gas, electricity, and trans- 
portation. Seventy-five per cent of the 
towns of 5,000 population and over 
own their waterworks, but the water 
business is a simple one; there is no 
substitute for water, and no competi- 
tion in supplying it. 

The gas business is growing by 
leaps and bounds, but less than 2 per 
cent of manufactured and natural gas 
is furnished by municipally owned 
plants. 

The same percentages apply to mu- 
nicipally owned street car lines. 

Private ownership dominates the 
electric field; less than 5 per cent of 
the total electric production is from 
municipal plants, yet it is significant 
that in order to produce this 5 per cent 
the municipal plants require approxi- 
mately 10 per cent of the fuel used. 
Private companies with large inter- 
connected systems can offer rates for 
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service which are actually lower than 
the unit costs of producing and dis- 
tributing electricity by most municipal 
plants ; in the southeastern states, for 
example, where a few years ago there 
were hundreds of municipally owned 
plants, there are today a comparative 
handful. 

In Kansas City it was discovered 
recently that the municipal plant 
which was supposed to be operating at 
a profit was in reality running at a 
loss when proper account was taken 
of depreciation and other items which 
are carefully and faithfully recorded 
by any well-managed private corpora- 
tion. Several projects for city-owned 
hydroelectric plants in the western 
states have become so involved as to 
force the municipalities to abandon 
them. 

In Cleveland a private plant has ex- 
tended its business rapidly, while a 
competing municipally owned plant 
has shown no growth at all. 

Cases of municipal failure and pri- 
vate success could be cited so indefi- 
nitely as to cause one to wonder if 
after all our legislators really believe 
in the efficacy of government owner- 
ship. 

Can we suspect that political owner- 
ship is what they really are after? 
Certainly with all the examples of 
governmental failure before them they 
cannot expect seriously that further 
experiments can turn out to be any- 
thing but failures too. 


HH” the advocates of government 
owned utilities considered care- 
fully the effect of such ownership on 
taxes? Government property is tax- 
exempt; private property supplies the 


money raised by taxation. It follows, | 
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Why Government Ownership Rushes In Where 
Private Ownership Fears to Tread 


“W HEN one of our Senators urges 
government development and 
operation of Muscle Shoals on the 
grounds that otherwise private capital 
will never spend money on some of the 
sites there, he is unintentionally put- 
ting forward a powerful argument 
against the very thing he is advocat- 
ing. What he says, in effect, is that 
private capital will go into something 
only if it promises to be profitable, but 
that the government has no such hesi- 
tation so far as the taxpayers’ money 











is concerned.” 





therefore, that every property taken 
over by the government puts an addi- 
tional tax burden on what remains in 
private hands. Public utility compa- 
nies pay taxes to the Federal Govern- 
ment, to the state governments, and 
to the local municipalities, taxes which 
will average 10 per cent of their gross 
incomes. If the governments, local, 
state, or Federal, take over these com- 
panies, who is going to make up for 
the loss of revenue? 

The answer is clear, while the ob- 
vious comment is “and how!” 


U NDER municipal ownership service 
is of whatever kind the city gov- 
ernment chooses to give, and the cus- 
tomer has practically no chance of re- 
dress. Rates charged are based usual- 
ly on political exigencies, rather than 
figured scientifically. When a munici- 
pally owned utility requires capital, it, 
in effect, mortgages all the property 
in the city, and city bonds, being tax- 
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exempt, can generally be sold on more 
favorable terms than those issued by 
a private enterprise. Experience has 
shown, however, that this apparent 
saving is usually absorbed by a greater 
number of employees per unit, and 
higher wages paid for political alle- 
giance. 

Under private ownership, and in 
spite of advancing prices for practical- 
ly all commodities, utility rates have 
not advanced proportionately; in 
many instances they have shown an 
actual decrease. One reason for this 
is the large interconnected system 
which has been developed, and is still 
being developed, under private initia- 
tive and enterprise. 

Can anyone picture several munici- 
palities codperating in order to cut the 
cost of the products of municipally 
owned utilities? 

Would San Francisco ever cooper- 
ate with Los Angeles, no matter how 
logical such codperation might be? 



































Would Republican Philadelphia go 
in with New York, governed by Tam- 
many Hall? 

Would economics ever prevail over 
politics in dealings between cities or 
states? 

How long can sound business meth- 
ods stand out against politics in any 
governmental undertaking involving 
the handling of money? 

It may sound cynical, but if private 
business in this country conducted its 
financial affairs as our local, state, and 
Federal Governments conduct theirs, 
there would soon be no businesses to 
conduct. 

GOVERNMENT can operate at a 

loss, and make it good by in- 
creasing taxes; a private business op- 
erated at a loss soon ceases to exist. 
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Hence it is that private ownership be- 
comes efficient, forward-looking, eco- 
nomical, and stresses service. It must. 
A governmental business has to be 
none of these things, and seldom is. 

The fact remains, however, that 
economic laws are stronger than those 
made by men, and when men try to 
substitute something in place of eco- 
nomics the penalty is sure, and usually 
swift. 

Experience teaches that government 
ownership means political ownership, 
and politics is as far removed from 
economics as Baffin Land from An- 
arctica. 

It would be a sorry day for the 
United States of America, and for her 
people, if government ownership of 
utilities ever made any serious head- 
way. 





It Is Reported That— 


A Law in Chicago requires the holder of a street car transfer to tear 


it up before throwing it away. 


To qualify for : job as telephone operator in Jerusalem, the appli- 


cant must speak eleven languages. 


Cuicaco is the greatest railway centre in the world and the greatest 
waterway centre in the interior of any continent. 


In Covagin the law requires that a utility Fg more than five 
e 


stores in 


Tue American citizen spent slightl 
for candy, in 1929, and slightly less 


in his home. 


state, pay a chain store tax of 


a store. 


7 se than 2 cents a day each 
n 2 cents a day for electricity 


THERE are state laws against “hitch hiking” in Maine, Minnesota, 
New Jersey, and Wisconsin, and a Federal law covering the District 


of Columbia. 


Cusa is planning to light all of the ea wanes s and parks in 


Havana with electric power created by 


urning the 250 tons of daily 


rubbish that is now dumped into the sea. 


Tue illumination of a baseball park in Des Moines, Iowa, for 
night-time ball playing, tricked the hens on a neighboring farm into 
laying more eggs during what they considered daylight hours. 
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The State Commissioners Go Into 


Conference 


or the forty-second time in as 

many years members of the Inter- 
state Commerce and the State Railroad 
and Utility Commissions from all sec- 
tions of the country have met and con- 
sidered railroad and utility regulatory 
problems. The November, 1930, con- 
vention of the National Association of 
Railroad and Utilities Commissioners 
was held in the historic city of Charles- 
ton, South Carolina. Thirty-eight states 
were represented. 

The organization, originally formed 
to promote codperation between the 
federal and state authorities, has kept 
that aim in view. The need for this co- 
Operation has not lessened as the regu- 
latory powers of Interstate Commerce 
and State Commissions have been ex- 
tended. So this was one of the main 
things stressed at the convention. 

At the same time the state commis- 
sioners showed themselves to be em- 
phatically in favor of preserving state’s 
rights against any encroachment of fed- 
eral powers over matters of strictly 
lecal concern. 

They would apparently like to have 
the Federal Government regulate utility 
operations which cannot be reached by 
the states, a comparatively small portion 
of the field, but are adamant against 
federal action where ratepayers can be 
adequately protected by the authority 


of the state commission authorities. 

The fear of the state commissioners 
is that once the Federal Government 
steps in it will dominate, as has been 
the case in the regulation of the rail- 
roads. That explains their vigorous op- 
position to the Couzens Communication 
bill. 

The state commissioners, however, 
favor the interstate regulation of inter- 
state bus carriers. The Parker-Couzens 
Bus bill was endorsed with the state- 
ment that the endorsement does not ex- 
tend to certain amendments. 

The state commissioners are also op- 
posed to the recapture provision of the 
Transportation Act, which they regard 
as economically unsound. They do not 
like the provisions of the Howell bill 
which would so modify the original act 
as to make the United States Govern- 
ment, as some persons assert, part own- 
ers of the prosperous railroads. Neither 
are they in favor of requiring the In- 
terstate Commerce Commission to re- 
value the railroads from time to time. 
They favor changes in the law which 
would relieve the commission of this re- 
sponsibility but without in any way di- 
minishing its power to keep informed 
as to the capital investments of the car- 
riers and as to changes in their prop- 
erty. These were the dominant notes 
of the meeting. 


Terry CSperer 
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The Effect of the Recent 


Elections on Utility Securities 


How the financial interests look upon the “tinge of 

pink” in the November returns, and the likelihood 

of a period of more stringent regulation that will 
bear upon earnings. 


By PAUL WILLARD GARRETT 


' N ] HATEVER interpretations you 

put upon it, the election this 

year serves notice of sweep- 

ing gains in the battalion of voters 

who favor tightening regulations on 
utilities. 

Try as you will you cannot escape 
a conclusion unpleasant to the power 
interests; the election went against 
the utilities. Candidates everywhere 
who stood against these corporate in- 
stitutions gathered in the victory by 
buckets heaped with votes. Some 
were Republican; some were Demo- 
cratic; some were wet; some were 
dry. But where they were against the 
public utilities that, apparently, was 
enough to elect the candidate. 

Let us put it differently. Like it 
or not the fact is that no single im- 
portant opponent of what these gen- 
tlemen call the “power trust” was 
black-balled in this amazing election 
of the Autumn of 1930. It is not a 
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fact that can be sniffed out easily. 
We must proceed rather to acquaint 
ourselves with it. 

Exactly what does this election un- 
cover that we did not know before? 

Is sentiment swinging away from 
the public utilities? Are we now wit- 
nessing the beginning of an era of 
regulatory atonement for early sins 
in the utility field such as followed 
the Fiske-Drew-Morgan-Vanderbilt- 
Gould era in railroad speculation? 
And if so, what is to be the effect on 
the market in public utility stocks of 
this tightening rein of control? 

This tinge of pink in the election 
returns casts its warning signals, but 
on intelligent examination it seems 
more like a gentle rebuke than the 
gathering flame of radicalism. 


| aS pees in the order of their im- 
portance, votes in this mid- 
presidential year were built on (1) 
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business depression, (2) liquor, and 
(3) stricter utility regulation. 

Essentially, it was a political strug- 
gle, not economic. Dissatisfaction 
with business as it is and liquor were 
emotions that in one way or another 
sought expression everywhere. No 
more than a dozen states developed a 
power issue. 

Boiled down to its essence, here is 
what the vote showed in states where 
the election had a power element: 

Arizona: George W. P. Hunt, 
Democrat, was elected governor. In 
his campaign, he advocated more mili- 
tant opposition to the Hoover Dam 
project. 

CALIFORNIA: Los Angeles defeat- 
ed the $13,300,000 bond issue for 
extension of the Municipal Light and 
Power Bureau system. Of the 
amount asked, $2,000,000 was for the 
purchase of rights of way between 
Los Angeles and the Hoover Dam. 

By a vote of 80,700 to 64,000, San 
Francisco granted the Market Street 
Railway Company a 25-year operat- 
ing permit in exchange for expired 
and expiring franchises. The operat- 
ing permit can be revoked at any time 
by the city’s purchasing at a fair 
value, with no going concern or like 
intangibles to be claimed by the com- 
pany. The proposal for a public util- 
ity commission to handle the city 
owned utility properties of San Fran- 
cisco was defeated by 37,600 to 
73,400. 


Cotorapo: Edward P. Costigan, 


Democrat, was elected senator. In 
his campaign Mr. Costigan was crit- 
ical of alleged utility activities in 
Colorado politics. 

MassacuHusEtts: Joseph B. Ely, 
elected governor. 


Democrat, was 
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During the campaign, Mr. Ely de- 
clared that he favored a law making 
it easier for the municipalities to ac- 
quire ownership of gas and electric 
plants when they believed they were 
not securing fair rates from private 
companies. He further stated that he 
believed the marketing of the shares 
of holding companies jeopardized the 
success of regulation in the state of 
operating companies, that he favored 
rates based upon the so-called Massa- 
chusetts theory of “prudent invest- 
ment,” and that he saw no solution 
of the problems confronting the Bos- 
ton Elevated system except public 
ownership. The Democratic state 
platform had a plank favoring “pru- 
dent investment.” 

MontTANA: Senator Thomas J. 
Walsh, Democrat, was reélected. 

NEBRASKA: Senator George W. 
Norris, Republican, author of the 
Norris Muscle Shoals bill and the out- 
standing advocate of public ownership 
and operation of utilities, was re- 
élected. 

The initiated bill backed by the 
League of Nebraska Municipalities 
which permits councils in cities and 
towns owning electric plants to make 
extensions and to pay for plants by 
pledging future earnings was adopted. 
Another provision in the bill is that 
no publicly-owned plant may be sold 
except upon approval of 60 per cent 
of the voters. 

New York: Governor Franklin 
D. Roosevelt, Democrat, who has ad- 
vocated development of hydroelectric 
power of the St. Lawrence by a state 
agency, was reélected. The state 
legislature, however, remains Repub- 
lican by a narrow margin. 

Ox10: George White, Democrat, 
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was elected governor. During the 
campaign Mr. White severely criti- 
cized the Ohio Public Utilities Com- 
mission, charging that it had delayed 
disposing of rate cases involving mil- 
lions of dollars. He declared that, if 
elected governor, he would see that 
the commission’s docket was speedily 
cleared of old cases. 

Gilbert Bettman, Republican, was 
reélected attorney general. During 
the past term he represented Ohio in 
the successful suit in the United States 
Supreme Court to compel reduction 
of diversion of lake water by Chicago. 

A proposal for a municipal electric 
plant at Portsmouth, to compete with 
the Ohio Power Company, was de- 
feated by 5,700 votes. 

OrEGoN: Julius L. Meier, inde- 
pendent candidate for governor, was 
elected and the amendment to the 
state Constitution, permitting the es- 
tablishment of public power districts 
was adopted. 

Mr. Meier was nominated by advo- 
cates of public ownership of utilities 
when the Republican candidate for 
governor, George W. Joseph, nomi- 
nated at the primary, who was also a 
believer in public ownership, died, and 
the Republican State Committee 
nominated Philip Metschan, not a sup- 
porter of public ownership. 

PENNSYLVANIA: Gifford Pinchot, 
Republican, was elected governor of 
Pennsylvania. During the campaign 
Mr. Pinchot severely criticized the 
present public service commission and 
advocated substitution therefor of an 
elected fair rate board. He also 
voiced various criticisms of alleged 
practices of some utility companies. 

TENNESSEE: Representative Car- 
roll B. Reece, principal opponent in 


the house of the Norris Muscle Shoals 
plan, was defeated by O. B. Lovette, 
independent Republican. 

Wasuincton: The bill authoriz- 
ing the formation and operation of 
public power districts which was 
sponsored by the Washington State 
Grange and submitted to the voters at 
a referendum was adopted. 

West Vircinta: The election in 
West Virginia resulted in the state 
senate’s remaining Republican, while 
the Democrats won a majority in the 
house. During the campaign, the 
Democratic candidates emphatically 
criticized the 1929 State Water Power 
Act and charged the Republicans 
with being too friendly to the utility 
interests. 

Wiconstn: Philip LaFollette, Re- 
publican, brother of the present Sena- 
tor LaFollette, was elected governor 
of Wisconsin. Mr. LaFollette during 
the campaign expressed some criticism 
of utilities and is expected to favor 
some measure looking to state devel- 
opment of hydroelectric projects. 


lee combing through these election 
returns we must not mistake these 
gains as all direct mandates from the 
people against public utilities. 

That Franklin D. Roosevelt was 
elected governor of New York purely 
or even primarily on the power issue 
nobody will contend, and yet his elec- 
tion puts into prominent political 
position for another two years the 


‘name of a man widely known for his 


liberal views of power control. 

Even in Pennsylvania the Mellons 
gave their support to Gifford Pinchot, 
victorious Republican candidate for 
the governorship, and the election of 
a veteran champion of stricter utility 
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The Recent Downward Trend in Utility Stocks 
Merely Followed a General Movement 


6 LL the election did was to intensify a 

bear movement in stocks that had been 
gathering momentum since September 10th 
this year and that even then had been running 
Wall street is not always 


a full year. 




















right in its judgments, but Wall street sees no 
very near threat to the future earnings’ growth 
of utilities in stricter regulation.” 





regulation in that conservative state 
does not mean that power there was 
the paramount issue. 

The Norris victory in Nebraska re- 
turned to’ the senate a man who has 
sponsored legislation distasteful to the 
power and light industry but power in 
that agricultural state is not the para- 
mount issue that one might suppose 
from an examination of the congres- 
sional records any more than foreign 
politics is a paramount political issue 
in the state of Idaho whence comes 
Senator Borah. 

In Los Angeles the power bond 
issue was voted down. In Colorado 
the election of Costigan will add a 
strong unit to the Norris-Pinchot- 
Howell group. It is possible that 
Julius Meier in Oregon will attempt 
to put forward public ownership 
ideas, but whether these make any 
deep impression in that western state 
depends on the complexion of the 
legislation. Meantime the Couzens 
bill for Federal control will come up 
for discussion in December and will 
enable us to measure more accurately 
the strength of the forces for and 
against more regulation by the central 
government. 


D own through the years the bark 
of these politicians has been 
worse than the bite. But Wall street 
did not, on hearing the election re- 
turns, find great solace in that his- 
toric truth. It heard only the bark. 
It began almost immediately to sell 
public utility stocks. But since it sold 
industrial and railroad stocks with in- 
creased restlessness also, Wall street 
did not in unloading utilities this 
month register simply its alarm over 
regulation. All the election did was 
to intensify a bear movement in stocks 
that had been gathering momentum 
since September 10th this year and 
that even then had been running a 
full year. 

Wall street is not always right in 
its judgments, but Wall street sees no 
very near threat to the future earn- 
ings’ growth of utilities in stricter 
regulation. Even today the market in 
public utility stocks is standing up 
better than that in either industrials or 
railroads viewed in a broad way. 

A full three years of the Coolidge- 
Mellon-Hoover bull market is rolled 
away in the adjustment of the last 
year and market-wise we are back 
where we were in 1927. Interesting 
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it is to note that the railroad stocks 
which had participated less than any 
other major group in the market’s rise 
have lost more than any other. Rail- 
road stocks now are down to the low- 
level witnessed since November, 1926. 
Industrials are back to their April, 
1927, level. 


B” we need go back only to De- 
cember, 1928, to find a position 
in public utility stocks corresponding 
to the present. That is to say, in- 
vestors the country over do not be- 
lieve that they need to go back as 
far in the market for utilities to find 
solid ground on which to stand as in 
other groups. This bear market has 
set utility stock prices back but two 
years. It has set industrials back 
three and one-half years. It has set 
the rails back four full years. 

One reason that the recent decline 
in utilities seems so devastating a 
market episode is that previous to the 
1929 collapse in speculation our pub- 
lic utility stocks had climbed to 
heights not contemplated even by the 
wildest dreams even of the optimists 
back in 1926 who witnessed a simi- 
lar fall in utility security prices. 

Taking 1926 as 100 let us see to 
what heights various representative 
stocks had climbed by September, 
1929. Standard’s list of 337 indus- 
trials had risen to a new high peak of 
218.9. Its list of 33 railroad stocks 
had risen to 173.5. But its list of 34 
representative public utility shares had 
risen to 330.4. 


ow let us look at the situation 
from a little different angle. At 

the high point for stocks in 1929 the 
better industrials were selling to yield 
3.15 per cent, the better rails 3.84 per 


cent, and the better public utility 
stocks only 1.65 per cent. 

What the recent adjustment in the 
stock market has done is to iron out 
many of the disparities between 
groups and to restore a more reasona- 
ble level of yields, enabling investors 
to purchase even the good public 
utility stocks without sacrificing so 
much in yields. 

That our public utility companies in 
years to come will be subjected to 
stricter regulation than in times past 
and that in consequence the market in 
public utility securities will undergo 
such drastic readjustments as come to 
the railroad shares are premises that 
do not necessarily follow. That is 
to say, it is altogether reasonable to 
suppose that with the continued 
growth in the power and light indus- 
try the number of points of contact 
with state or federal regulation will 
multiply but that the public utility se- 
curities will thereby lose their pres- 
ent popularity with investors or that 
through these regulations earnings 
will be driven to a starvation level are 
conclusions we cannot reach from any 
intelligent survey of the situation. 


a by analogy with the 
railroads is the easy but not 
very accurate road to the conclusion 
that market-wise public utility securi- 
ties in this country have reached the 


apex of their careers. Such a conclu- 
sion certainly is more difficult to hold 
in the present market where even the 
public utility securities have been con- 
spicuously deflated from their peak 
levels of a year ago than when these 
same leading stocks were selling in 
the open market at 20 and 30 and 50 
and 100 times earnings. 
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Kitowatr Hour 
8.3 


Kitowatr Hour 
268 


HOW THE DECLINE IN RESIDENTIAL CHARGE PER KILOWATT HOUR 
HAS INCREASED DEMAND AND REVENUE 





Fortunately for power and light in- 
vestors the great era of railroad de- 
velopment in this country preceded 
the era of public utility development. 
It enabled the utility industry to profit 
from the mistakes of the railroad or- 
ganizers. It enabled the power and 
light executives years ago to observe 
that a railroad policy based on the 
imposition of a rate schedule designed 
to gouge from shippers “all the traffic 
would bear” was ruinous. It enabled 
the public utility industry to observe 
that a “public be damned” policy was 
not good business. With this rich 
background before them, and in keep- 
ing with the spirit of the era they 
represented, the leaders of the public 
utility industry early in their develop- 
ment began courting public favor 
through the sale of securities to the 
public, through reductions in rates, 
and through an attitude generally 
sympathetic to public utility consum- 
ers. That their record is without a 
blemish nobody will claim. That the 
public utility industry in its great era 
of expansion has written a history 
clean indeed when set in contrast with 
the records of the railroads in their 


expansion era no honest judge can 
deny. Interesting it is to observe 
that in the last fifteen years of in- 
creasing costs for most commodities 
the rate for electrical energy has been 
consistently reduced through a recog- 
nition on the part of the industry that 
its own best interests lie in that direc- 
tion. Far from inflicting on consum- 
ers “all the traffic will bear” the in- 
dustry, generally speaking, recognizes 
it as good business to reduce the cost 
of energy and with these reductions 
over a period of years it has observed 
a simultaneous expansion in the de- 
mand. 

The table on this page shows the 
consistent decline in the residential 
charge per kilowatt hour and the 
simultaneous increase in demand that 
this policy has stimulated. 


NFORTUNATELY, the benefits in 
increased good will for the elec- 

tric industry as a result of this con- 
sistent reduction in rates have been 
offset in part by an expansion in cor- 
porate structures. One holding com- 
pany is superimposed on the operat- 
ing company one or two or three or 
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four or even five layers deep, until 
the average man begins to wonder 
whether the reduction in rates means 
all that it seems. His attention in 
recent years has been somewhat di- 
verted from this underlying trend in 
rates to the spectacular enhancement 
in utility security prices. It has left 
his mind disturbed. It has left him 
with the impression that perhaps there 
is an ethiopian in the woodpile whom 
he cannot see. 

As time goes on the industry should 
give more attention to a simplification 
of its corporate structure or to the 
education of utility consumers along 
the lines of high finance in the indus- 
try. There are certain points in con- 
nection with the regulation of the 
electrical companies that seem to be 
overlooked by those who contend that 
the public utility is a monopoly and, 
therefore, free from the competitive 
elements present in most lines of en- 
deavor. This “monopolistic” privi- 
lege is cited as guarantee that definite 
rates of return are assured to utilities 
and that in consequence the utilities 
should not object to stricter regula- 
tion. 

To an extent that is of course true, 
but what many overlook is that the 
utility business, after all, meets com- 
petition of a different sort. It does 
not meet the competition of another 
company operating in the same area. 
It does distinctly meet the competi- 
tion of alternative methods of using 
power available to large users. Such 
prospective consumers of power as 
factories, mines, and quarries instead 
of purchasing energy from the public 
utility company direct have the privi- 
lege of installing local generating fa- 
cilities. These local installations take 
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the form of boiler and engine equip- 
ment, actuating turbo-electric sets and 
Diesel engines driving generators. 
The cost to which any particular pros- 
pective electric customer can generate 
power himself establishes pretty defi- 
nitely the price that must be met by 
the company. 


I" is just as essential that the elec- 
tric company meet this competitive 
price of power, taking the large indus- 
trial power load on its lines, as it 
would be for the company to meet a 
competitive price set up by another 
power company operating in the same 
zone. Only through this use of power 
by factories and bulk users is it possi- 
ble for the company to maintain a 
price level to domestic users that is 
reasonable and acceptable. But even 
within the field of domestic use the 
power and light company meets com- 
petition notwithstanding the apparent 
“monopolistic” privileges of the com- 
pany territorially. It must compete 
with the gas refrigerator, the ice 
box, the gas range, oil, and the laun- 
dry. It has been estiimated by one 
authority that of all the kilowatt 
hours sold something less than 20 per 
cent may be considered as free from 
competition in the sense here set forth. 


Papen that the industry must 
as time goes on expect an in- 
creasing amount of regulation, in- 
vestors in power and light securities 
need not fear the fate of railroad in- 
vestors in recent years for the reason 
that so far as we can observe the 
growth of the electric industry is no- 
where near through. This element of 
powerful underlying growth that still 
persists promises to maintain for good 
power and light securities a margin 
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ES EEOC Se IEEE LT FECT, TOPE ETE T TET 15,000,000 or 14% 
New domestic electric customers ..........sseseeeeeeeeceeeeeesecceees 11,229,000 “ 135% 
Increase in total energy consumed by domestic customers ...... ee kw. hrs.—250% 


Increase in 


gross revenue from domestic customers ....... 


396,178,000 189% 
Annual electric bill for average domestic customer increased from . $25. 25 to $31.02 or 23% 
—— quantity of electricity used per domestic customer increased 


eeeeeeeeres 


339 kw. hrs. to 502 kw. hrs.—48% 


poe... price per kilowatt hour for domestic service decreased from 7.45¢ to 6.18¢ or 17% 
HOW THE POWER AND LIGHT UTILITIES ARE GROWING 





of earnings protection notwithstand- 
ing regulatory measures of a restric- 
tive character. 

As a measure of this growth, note 
(shown above) the table of funda- 
mental changes in this country be- 
tween 1920 and 1929 affecting the 
power and light industry. 


HE answer to the question how 

the market in public utility se- 
curities will be affected by a move- 
ment in this country toward stricter 
regulation is made appreciably easier 
by the decline in recent months of the 
power stocks to more reasonable 
levels. We can never see into the dis- 
tant future. So long as power stocks 
were selling for 30 and 50 and 100 
times estimated current earnings we 


were in effect looking far into the dis- 
tant future and banking on the prop- 
osition that the utilities down through 
the years to come would continue to 
multiply their earnings at the old 
ratios. 

We have not yet witnessed in this 
country any very definite signs of 
radicalism in utility control. The 
utilities themselves have forestalled 
that by their sensible behaviorism. 
But what the more distant future will 
be we can only surmise. At least it 
is enough for the present to expect 
that the reasonable promise for con- 
tinued growth in the industry will for 
some time to come justify investments 
in good utility securities at the level 
to which they have fallen in these late 
1930 markets. 





The Staggering Cost of the Valuation Doctrine 


ce HE valuation doctrine has hampered and embarrassed 

and grieviously delayed regulation to an extent which 
has given rise to serious and warranted concern. If the 
total amount which has been spent upon railroad and utility 
valuations could be ascertained, if the total time consumed in 
wrangling upon this subject before commissions and courts 
could be totaled, if all of the lawyers and so-called experts 
who make a living, and often a fat living, from this hurly- 
burly could be placed in line, I believe that the country would 


be staggered by the exhibition.” 


—Hon. Joseru B. Eastman, 


INTERSTATE COMMERCE COMMISSION. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


Exutson D. Smit 
U. S. Senator from South 
Carolina. 


An editorial in 
“The Argonaut.” 


Fioyp Grssons 
Journalist and lecturer. 


Sito W. BrookHART 
U. S. Senator from Iowa. 


Rosatie Loew WHITNEY 
New York attorney. 


Bernarp J. MULLANEY 
Vice-president, Peoples Gas Light 
& Coke Co. 


Howarp BrRuBAKER 
Columnist 


MatrtHew S. Stoan 
President, New York Edison 
Company. 


Hersert Hoover, Jr. 
Radio technician. 


Cartes Epwarp RussELL 
Socialist and author. 


—MONTAIGNE 


“I belong to a body that produces quite a quantity of 
natural gas.” 


* 


“Utilities still represent an abstraction politically to 
the average voter.” 


> 


“Hardly any activity we civilized humans indulge in 
would be possible without gas.” 
a 
“The verdict of the people in the election was in favor 
of government operation of Muscle Shoals.” 


* 


“It is entirely possible a ‘racketeer king’ may arise in 
a few years and control the business of the country.” 


* 


“Socialization is the highbrow term for government 
ownership and operation of business.” 


> 


“The Postal Telegraph Company will sell theater tick- 
ets at its offices. Just as if they were a lot of drug 
stores.” 


> 


“I do not believe that our rate making can take into 
account so-called rich or poor, as such, or be based upon 
supposed ability to pay.” 


e 
“Every era of modern transportation has shown that 


the advent of the new carrier has helped the others, for 
they have been feeders, one to the other.” 


* 


“The radio is a great educational force . . . and 
should be as much a matter of public control as are the 
public schools.” 
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Norman THOMAS 
Socialist leader in 
New York. 


Girrorp PincHot 
Governor-elect of Pennsylvania. 


J. Paut Kuun 
Of the Illinois Commerce 
Commission. 


Morris LLEWELLYN CooKE 
Economist and publicist. 


Frank L. DAME 
President, North American 
Company. 


From a statement by the 
Harriman National Bank & 
Trust Co., N. Y. 


Martin J. INsuLi 
President, Middle West 
Utilities Company. 


Heywoop Broun 
Newspaper columnist. 


“In every state where it was an issue, the people 
voted for the critics of public utilities; they preferred 
the critics of public utilities to their friends.” 


* 


“Neither in my speeches nor in my platform have I 
attacked any industry, utility, carrier, corporation, or 
other interest which is doing the right thing.” 


* 


“In the operation of public utility properties the trou- 
ble comes, not from the fundamental rules as laid down, 
but from the practice of the utility in abusing the appli- 
cation of those rules.” 


> 


“It appears to be as much a part of the American 
tradition to know what a car rate or a street car fare 
ought to be as it is to know how to handle a squirrel 
gun, to have well-shined shoes, or to live in a house 
with a tight roof.” 


* 


“Both of these states (New York and Pennsylvania) 
have had previous administrations by governors just 
elected, and the progress, the good service and the in- 
vestment security of the public utility industry was in 
no way hampered.” 

¥ 

“Those who pay taxes for the maintenance of the 
highways are bewildered with the fact that they are used 
by these nontaxed corporations who pay nothing for the 
highway’s maintenance and are, more or less, ‘racketeers’ 
in their particular line.” 


* 


“We seem to forget that 1929 was a year of the 
greatest business the country ever knew and far above 
a normal basis. It reached its peak about the middle 
of the year. So far this year, therefore, we have been 
comparing with a rising curve. From now on it will be 
different and our business psychology should improve.” 


* 


“Governor Franklin Roosevelt (of New York) was 
reélected by an enormous majority. But he would be 
going quite a bit off the track if he undertook to assert 
that any great number of this huge avalanche of votes 
came to him because the citizens of New York wished 
to express approval of his policy in regard to water 
power or unemployment.” 
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A NEW TEST OF AN OLD ECONOMIC LAW FOR 


Regulating Car Fares 


An experiment with a ride for the price of a stamp 


ek street railway business needs more off-peak and short-haul 

patronage; progressive companies are groping for rate revisions 

that will stimulate the use of cars between rush hours for short dis- 

tances. Is a ride for 2 cents the answer? Here is an account of the 
experience of one large traction company. 


By JOSEPH H. ALEXANDER 
PRESIDENT, THE CLEVELAND RAILWAY COMPANY 


is applicable to us executives in 
the street railway industry, it is 
that we have too long regarded our 
problem as a purely operating one. 

Since the war the street railway in- 
dustry has become increasingly a mer- 
chandising problem, and, in my per- 
sonal opinion, the future operating 
development of the industry should 
have as its main objective the selling 
of rides and the creating of new 
customers. 

In its early days the street railway 
industry had virtually a monopoly of 
urban transportation. The people, for 
the most part, had to ride our cars or 
walk. There was no need of adjust- 
ing fares to attract riders, and so flat 
rates prevailed. (These flat rates, in- 
cidentally, had much to do with build- 
ing up suburban territories and in- 
creasing long haul riding as compared 


T one criticism more than another 
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with the short hauls.) Under these 
conditions it was natural that the 
street railway man centered his atten- 
tion exclusively on maintenance and 
operation. 

The advent of the automobile as a 
tremendous economic factor complete- 
ly revolutionized this state of affairs. 

Instead of remaining a_ virtual 
monopoly, the street railway industry 
became one of the most competitive in 
the world. Nevertheless, the old 
merchandising methods, or lack of 
methods, continued to prevail while 
our former patrons steadily deserted 
us for the automobile. 

It was in an effort to develop 
methods to combat this state of affairs 
that the Cleveland Railway Company 
inaugurated its 2-cent fare zone in a 
restricted downtown district. It ap- 
peared to us that at the start we could 
compete with private transportation 
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most successfully on short hauls rather 
than long hauls, and in the district in 
which both traffic congestion and fre- 
quency of street car service were 
greatest. 


_—— car ride for the price of a 
postage stamp was, of course, 
a unique thing, in this country at 
least. It was our conviction that to 
attract short riders the rate of fare 
would have to be based on the actual 
cost of the short ride and not on the 
average cost of a ride all over the 
system. This will not seem a very 
radical conviction unless viewed in the 
light of the fact that the prevailing 
sentiment throughout the industry 
was that the public did not give a 
tinker’s dam what the fare was— 
whether 5, or 8, or 10 cents—so long 
as it got speed, comfort, and con- 
venience. 

The 2-cent rate was frankly an 
experiment. We were perfectly will- 
ing to admit we were mistaken if the 
results proved us so. Under the serv- 
ice-at-cost plan set up by the Tayler 
Grant in Cleveland, the zone service 
had to be self-sustaining to be per- 
mitted to continue. Up to the present 
time the best indication of its measure 
of success is that after more than two 
months’ trial, the low fare zone is be- 
ing continued indefinitely, although 
city council has increased the rate 
from 2 to 3 cents, at the same time 
increasing the length of the zone from 
approximately three-quarters of a mile 
to approximately one mile. The plan 
under the 2-cent rate has not quite 
paid its way, and council is rightly un- 
willing that its continuance should 
exact a penalty from riders in other 


areas, 
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ust as the results of an experiment 

_in a physical or chemical labora- 
tory are meaningless unless every con- 
ditioning circumstance is taken into 
account, so the results of the 2-cent 
fare experiment must be considered 
against the nature of the locale in 
which the experiment is being carried 
on. 

The 2-cent fare has been effective 
on Euclid avenue between Public 
Square and East 18th street. This 
includes the most important business, 
shopping, and theatrical district of 
Cleveland — Public Square, at the 
western terminus of the low fare zone, 
is the location of the Van Sweringens’ 
vast Union Terminal development. 
It is the common focus of urban, inter- 
urban, and national transportation. 
All the surface lines in the system 
loop at Public Square; the Shaker 
Heights rapid transit line terminates 
there, and most of the steam roads 
use the passenger facilities of the 
Union Terminal. 

At the eastern extremity of the 
2-cent zone is the city’s main theatrical 
district. Along the avenue, between 
the termini of the zone, are the city’s 
most important department stores, 
banks, office buildings, and one of the 
leading hotels. Thousands of pedes- 
trians daily throng this section of the 
avenue—women comparing prices in 
the various stores, business men trans- 
acting affairs in office buildings, 
theater goers, and others. 

One very important factor affecting 
the experiment in the 2-cent fare rate 
is the unusual frequency of service 
on downtown Euclid avenue. Dur- 
ing the rush hour, for illustration, 
the headway between East 14th street 
and the Square is less than a minute 











and on the base schedule it is less 
than two minutes. 


| hee collection at first was pay-en- 
ter inbound (toward the Square). 
We found that this slowed up the 
cars, so it recently has been changed 
to pay-leave, the passenger obtaining 
a zone fare slip from the motorman 
or conductor when boarding the car 
and dropping the slip with the two 
cents in the fare box when leaving. 
Outbound all fares are pay-leave ; the 
passenger merely deposits 2 cents 
when alighting. This zone fare in- 
cludes no transfer privileges. 

Prior to the establishment of the 
2-cent rate, 3,000 passengers, exclu- 
sive of those riding on transfers, were 
carried daily within this zone at the 
regular 8-cent fare. In order to 
break even on revenue it would be 
necessary to carry 12,000 2-cent pas- 
sengers within the zone without in- 
creasing the cost of service. We be- 
lieve that even if the revenue from 
the low fare zone no more than bal- 
anced the cost, the experiment would 
be a success, because the usefulness of 
the company to the community grows 
with the increase in the number of 
people it serves. 


HE experiment began in the mid- 

dle of July, when many people 
were on vacation and business was in 
a seasonal depression. Nevertheless 
in the first week, the week-day aver- 
age of 2-cent riders exceeded 8,000. 
In the second week the week-day 
average increased to nearly 10,500 
and hit its peak the third week with 
an average of 11,360 riders. Since 
then the figure has varied between 
10,000 and 11,000 2-cent riders daily. 
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The approximate $30 average daily 
deficit could be considered an excellent 
investment in public education and 
good will. In this connection, I might 
report that the local newspapers gave 
us many columns of favorable public- 


ity on the plan. Two of the largest 
Euclid avenue department stores co- 
operated with the publicity by using 
reprints of the company’s newspaper 
advertisements as package inserts. If 
the experiment had served no other 
purpose, it would have. been worth- 
while for its effect on public sentiment. 

The very fact that the experiment 
is to be continued with a 1-cent in- 
crease in fare and an extension of the 
zone to East 22nd street is in itself 
an indication that we do not think we 
have as yet sufficient data from the 
experiment to draw any very sweep- 
ing and dogmatic conclusions. How- 
ever, several broad general conclu- 
sions may even now justifiably be 
drawn. 


HE chief conclusion drawn from 

this experiment is that rate of 
fare is a highly important factor, per- 
haps the most important, in attracting 
people to the street cars. 

Riders can be induced to ride the 
street cars for extremely short hauls 
if the rate of fare is reduced cor- 
respondingly. It may be that the past 
procedure of the industry in arbi- 
trarily raising fares when traffic falls 
off should be modified. 

It is a question whether this in- 
dustry’s methods of regulating rates 
of fare may not run counter to the 
normal law of supply and demand. 
Moreover, in most industries, the old 
order, in which cost determined price, 
is being reversed and costs are 

















changed to conform with price. This 
is simply one of the questions sug- 
gested by the results of our experi- 
ment so far. We believe we have as 
yet insufficient data on which to draw 
conclusions, but submit the question 
as a fruitful line of inquiry for every 
brain in the industry. 


NE vital factor, besides fare, in 

the building up of short haul 
business is frequency of service. Our 
inspectors noted that, despite the ex- 
tremely low headway in the low fare 
zone, people intending to ride would 
walk should the next car have been 
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held up a minute or so by a traffic 
light or some other obstruction. 

One point I wish to emphasize; our 
low fare zone system is not generally 
applicable in an unmodified form. 
However, the results do seem to point 
to some system which will more nearly 
apportion the rate of fare to the unit 
cost of a ride than is now the prac- 
tice, as a solution to the fare problem. 
And a scientific solution to the fare 
problem must be found and applied 
before we can go very far in merchan- 
dising street railway transportation 
against the competition of private 
transportation. 














“Utility” Profit 


ODERN public service commissions aim to secure 
public a service for customers of utility com- 
he 


panies at cost. companies are allowed to charge 
enough to cover their operating expenses, and to pro- 
vide for depreciation and taxes, and also for a rea- 
sonable return on the property used and useful in the 
service. The return covers the cost of the capital and 
management. 


Tuis return is often referred to as “utility profit,” 
but it is not profit as that term is understood in private 
business. Under strict regulation what the company 
gets is the reasonable cost of the service. 


In some cases what are called “service at cost” con- 
tracts are entered into between local authorities and the 
utility companies. The purpose of such a contract is to 
provide an automatic way of increasing and decreasing 
rates to correspond with varying costs without the ne- 
cessity of frequent applications to a commission, and 
the necessity of extensive revaluation of the property. 
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When Should a Utility’s “Capital” 
Become “Surplus”? 





A plea for the elimination of the traditional legal 
restriction on the treatment of “capital” and “sur- 
plus” of utility corporations. 


By W. M. McFARLAND 


tory of the United States,” there 


if the preface to Bill Nye’s “His- 
appears an odd passage: 


“We, each of us, the artist and the 
author, respect facts. . But 
we believe that they should not be 
placed before the public exactly as 
they were born. We want to see 
them embellished and _beautified. 
That is why this history is written. 


To aid in unshackling certain facts, 
terms, and phrases from the embel- 
lishment and beautification of con- 
flicting definition, and consequent 
strained application, should be one of 
the foremost desires of everyone con- 
nected with the utility industry. 


HE day is long past when any 

utility company or system need 
have much worry about the size of its 
valuation to support its present rate 
schedule. This is true because of the 
almost universal recognition of the 
doctrine that “the lowest possible rate 
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is the best revenue producer in the 
long run.” 

However, as the years go by, this 
sound economical principle will more 
and more result in increased earn- 
ings, so that it will always be neces- 
sary for a utility to demonstrate 
clearly and definitely its true financial 
position. It is, therefore, of im- 
portance to all, and the sincere wish 
of the industry, to be able to state 
its position clearly and accurately 
in words, phrases, and figures that 
will tell the same story to every 
reader whether he be an accountant, 
an engineer, a lawyer, a financier, a 
commissioner, an investor, or a 
stockholder. 

A recently published address enti- 
tled “Brothers Under the Skin,” by 
Henry M. Brundage, vice president of 
the Consolidated Gas Company, which 
emphasizes the desirability of keep- 
ing engineers and accountants in har- 
mony in their lines of thought and 























thereby avoid confusion in records of 
operations and additions to, and re- 
tirements from, fixed capital accounts, 
is a noteworthy contribution to busi- 
ness literature. The designation and 
safeguarding of original entries and 
the avoidance of nondescript, faulty, 
and confusing plant records, which 
cause so much unfortunate confusion 
both to the tribunal and to the con- 
testing parties in rate proceedings, is 
certainly of great value not only to 
the engineers and accountants them- 
selves, but to the utility industry as a 
whole. 

We can only regret the lapse of 
time necessary for a man of letters, 
an artist, or a historical figure to be- 
come appreciated for his true worth. 
However, a workman usually, if he 
puts forth time and effort, can im- 
prove the utility of his tools. We 
who are engaged in the utility indus- 
try and its financial affairs, should do 
more than sit quietly by and await the 
establishment of the best opinion in 
regard to the meaning of terms which 
we are constantly using. 


Wu we probably are as yet not 
in such a deplorable condition 
of confusion about the meaning of 
such terms as depreciation or amorti- 
zation, yet the words “capital” and 
“surplus” offer problems. In spite of 
the fact that only certain restricted 
features and tendencies in regard to 
capital and surplus are to be here con- 
sidered, it will be of service first to 
establish the fundamental conception 
of these terms. 

When the corporate entity devel- 
oped to the place where the original 
funding of the common project was 
usually done by the disposal of its 
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stock, we began to call these repre- 
sentations of ownership in the proj- 
ect, capital stock, and the fund of the 
entity became known as the capital of 
the corporation. It is, therefore, ap- 
parent that the fundamental concep- 
tion of what was the capital of the 
corporation was the amount received 
by the corporation in exchange for its 
Shares of stock. As soon as the cor- 
porate project gets under way, this 
capital fund, of course, goes to work 
and, in most cases, goes to property, 
contracts, and any other place which 
will develop the corporate project. 
These expenditures from the capital 
are, of course, made for items which, 
while they reduce the amount of cash 
in the capital fund, add what the cor- 
porate officials believe to be of equal 
value in some other kind of asset. 
These assets are expected to bring a 
profit to the corporation and, there- 
fore, not to result in a reduction of 
capital. The capital account is soon 
made up of many items of different 
kinds of property, some of which 
will even be intangibles, such as at- 
torneys’ fees and advertising for ex- 
ample. 


A that originally $50,000 
of capital stock was sold, there 
would be that amount of capital as- 
sets represented by the cash, or the 
things into which certain portions or 
all of the cash have been invested. 
There would naturally be also $50,- 
000 of liabilities represented by the 
stock in the hands of those who sup- 
plied the capital assets. 

After the corporation begins to 
prosper, we may find that in a short 
while the corporation will have assets 
in excess of $50,000. The amount of 
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this excess is naturally surplus, and 
as on a balance sheet the assets would 
now be, say, $55,000, there would 
then be inserted on the liability side 
an item of surplus in the amount of 
$5,000. 

This illustrates our original basic 
conception of what the terms “capi- 
tal” and “surplus” meant in common 
usage. Now what is the effect upon 
this basic conception of such terms 
which have been brought about by 
“no-par value stock?” 


a it not possible that capital is be- 
ginning to be that amount of the 
corporate assets which those who 
manage the corporation consider as 
being necessary to keep tagged and 
restricted in the hands of the corpora- 
tion for the protection of the stock- 
holders’ equity upon liquidation? 

The old but still prevailing rule 
that dividends cannot be declared out 
of capital is such a restriction and 
was established for the protection of 
the stockholders. The change in our 
concept as to capital, if any, would 
seem to be only in giving a certain 
flexibility to capital and a placing of 
the power to shift the same in the cor- 
poration’s governing body, the board 
of directors. This might not at first 
seem to be a radical change, but an 
examination of the statutes and the 
corporate action taken in regard to it 
will demonstrate otherwise. 

Section 14 of the Delaware General 
Corporation Law, as amended, ef- 
fective March 22, 1929, provides: 


% . . Any corporation may 
by resolution of its board of direc- 
tors determine that only a part of 
the consideration which shall be re- 
ceived by the corporation for any of 
the shares of its capital which it shall 


738 








issue from time to time shall be 
capital ; 

(This a plies only to No Par 
Value 2p and the statute contains 
further restrictions in case of Par 
Value shares. ) 

The statute then goes on and pro- 
vides : 

“ . . . The capital of the cor- 
poration may be increased from time 
to time by resolution of the board 
of directors directing that a portion 
of the net assets of the corporation 
in excess of the amount so deter- 
mined to be capital, be transferred 
to capital account. The board of 
directors may direct that the portion 
of the excess net profits so trans- 
ferred shall be treated as capital in 
respect of any shares of the corpora- 
tion, of any designated class or 
classes. The excess, if any, at any 
given time, of the ‘total net assets 
of the corporation over the amount 
so determined to be capital, shall be 
surplus.” 


en, this provision could be 
summarized as placing in the 
board of directors the right to divert 
such portion of the sale price of stock 
away from capital and into surplus, 
as it thinks necessary for the protec- 
tion of stockholders and the interests 
of the corporation. The amount thus 
available for expenditures would, but 
for such action, have been construed 
as reduction of capital. Likewise, 
when the directors feel that any par- 
ticular class of stock should have 
more assets behind it, they may ac- 
complish this purpose by transferrire 
a portion of net assets to capital. 
This would seem to give a great 
deal of support to the previously 
stated theory of what is now really 
meant by capital, at least so far as the 
state of Delaware is concerned. Nat- 
urally, if such a definition is to be 
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A Needed Reform in Security Issue 
Accountancy: 


|S Seman the old concept “capital” is regarded as an 
amount represented and limited by capital stock; 
“surplus’—as the excess of asset values. 

Under the new theory, permitted in Delaware, and to 
some extent in Maryland, corporate directors are given the 
discretion to divert funds realized from the sale of stock 
away from capital and into surplus or VICE VERSA. 

Traditional limitations upon the use of capital funds are 
unnecessary for the protection of stockholders in view of 
the prevailing personal honesty of corporate directors. 
Such restrictions hinder the normal growth of corporate 
enterprise by depriving directors of a flexible means for 
coping with fluctuating business conditions. 





applied to capital, surplus no longer 
is quite the same as before. If the 
board diverts a portion of the pro- 
ceeds of sale of stock from capital, 
it would seem that the necessary 
beneficiary of this diversion must be 
surplus. 


N “Capital Stock Without Par 

Value,” by John R. Wildman and 

Weldon Powell, surplus is defined as 
follows : 

“Surplus, from the point of view 
of corporation accounting, is the ex- 
cess of asset values over liabilities 
and capital ; the latter as represented 
by capital stock.” 

Most any accountant, if he still at- 
tempts to use our old conception of 
capital and surplus, is going to have 
some decided views on the effect of 


any such action by a board of direc- 
tors. 


: For example, he might say, “Some 
time ago we recognized a quasi-sur- 


VIE tblished in 1928, at page 98, in Chapter 
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plus and styled it capital surplus. We 
restricted this, however, to all the 
limitations of capital so far as its 
usage was concerned, and we believe 
this diversion from capital by such an 
action should, if allowed at all, go 
into capital surplus and be so re- 
stricted.” 

Now it is evident that this is not 
the intention of the act, since it would 
thereby be made devoid of any real 
effect or meaning. Furthermore, the 
act has now been in effect for a period 
sufficiently long for the corporations 
to begin to make use of its preroga- 
tives. 


Win the past few months the 
newspapers have carried a story 
of a company which marketed to the 
public about $25,000,000 worth of 
securities and allocated approximately 
$6,000,000 to capital and the remain- 
der to surplus. Presumably this sur- 
plus is available for use in payment 
of dividends, interest, and losses, 
which would not be true as to capital 




















or as to capital surplus. Many other 
companies are following what appears 
to be a sound policy of allocating to 
capital an amount equal to the fixed 
liquidation value of the securities 
(where the company has a class of 
stock with a fixed liquidation value) 
and allowing the balance to go into 
surplus with no restrictions as to its 
usage in furthering the affairs of the 
corporation. 

This seems to be the view of 
Messrs. Wildman and Powell as ex- 
pressed in “Capital Stock Without 
Par Value.” At page 109 appears 
the following statement : 


“The economics of enterprise 
recognize a fundamental distinction 
between capital invested as a fund 
with a view to producing profits and 
the ‘profits produced. Sound- 
ly drawn statutes recognize the dis- 
— and require that it shall be 

espected. An individual with a 
pon interest in a sum combining 
capital and profits is entitled to 
kniowledge ‘of the respective amounts 
involved. Plain business morality 
requires of those who administer 
business enterprises for the benefit of 
shareholders that the latter shall ° 
inforthed of ‘these facts. ‘ 
corporate balance sheet which i igiete 
‘the differentiation between capital 
and profits fails to conform to a 
principle which is intended to serve 
the interests of all the parties con- 
cerned. 


It should ‘be noted, however, that 
fliese ‘staterents are im the chapter 
éntitled “Relation of No Par Value 
Stotk'to Surplus,” and that in a pre- 
vious chapter, in discussing “Abolish- 
ing ‘Capital and Surplus,” under the 
chapter heading of “Consideration of 
Original Isstie,” it is said: 

“To credit all of the consideration 

(received from sale of original issue 
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of stock of corporation then existing 
and having a surplus) to capital 
would convey to the holders of such 
shares a right to participate in sur- 
plus accumulated prior to the time 
they became stockholders and such 
position would seem to be inequita- 

It would seem to be fairer to 
dividé the amount of consideration 
between capital and surplus in the 
same ratios as the capital and sur- 
plus have to the total of capital and 
surplus prior to the issuance of the 
new shares.” 


UDGING alone from these state- 
ments, it would seem that we are 
advised to abide by our old concept 
for the original establishment of the 
capital fund, but to agree somewhat 
with the new definition as to proceeds 
from the subsequent sale of stock. 

Of course, the natural result of 
such an attitude would be a complete 
adoption of the new theory, as the 
original sale of stock might then be 
limited to the minimum required by 
statute to be paid up upon beginning 
business, and the remainder of the 
stock then be sold with all the rights 
of allocation already pointed out. The 
one exception, of course, would be if 
we adopted the limitation of the au- 
thors of “Capital Stock Without Par 
Value,” so far as concerns the ratio 
of allocation based upon the ratio of 
capital and surplus as it existed prior 
to the sale of this stock. 

This would seem to be an arbitrary 
limitation not called for by any inter- 
pretation of the statutes which allow 
an allocation of the sale price. It is 
the very fact that situations arise 
where the surplus of past years is not 
sufficient to meet the proper and im- 
mediate requirements of the corpora- 
tion, that creates the desire for an al- 
location, and it is not what has hap- 
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pened in the past, or what may be 
needed in future years. The need, 
many times, for allocation grows out 
of some such situation as a corpora- 
tion which has been operating with- 
out a sizable profit for a period of 
time, but which has been carefully 
laying its foundation and building up 
its business which is going to be prof- 
itable. The ground work is done, and 
the company is ready to take over 
some project. It issues securities and 
decides to make the most of present 
opportunity and not have these funds 
tied with the restrictions of capital. 
This causes it to allocate the proceeds 
realized from the securities between 
capital and surplus. If it has not had 
much profit in the past, its surplus 
would be negligible and an allocation 
impossible under limitations proposed 
by “Capital Stock Without Par 
Value” as already quoted. It would 
seem much better to adopt the new 
concept as to capital and the conserva- 
tive position of restricting the alloca- 
tion so as to keep in capital an amount 
equal to the liquidation value of the 
security. This would give the most 
security possible and still allow the 
corporation to benefit by taking such 
action. 


5 Bre objections to a change in our 
attitude towards capital are not 
so sound as their bare statement might 
indicate. It is true that a balance 
sheet should reflect a true condition 
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of the corporation’s affairs. Yet, 
what percentage of security holders 
today can obtain such accurate infor- 
mation from a reading of a balance 
sheet? Is it not a fact that one must 
be an expert in order to obtain such 
facts? 

The objection of placing se much 
authority in the hands of the board 
of directors meets with an attempted 
solution in the Maryland Statute simi- 
lar otherwise to that quoted in Dela- 
ware. Subdivision (3) of Chapter 
581, of Maryland Acts of 1927, which 
is Chapter 226 of the Acts of 1929, 
provides: 


“Whenever such stock shall haye 
been issued for a consideration of 
which, or of the value of which, a 
part only shall be contributed as 
capital, the amount of such stock is- 
sued shall include only that part of 
the amount or value of such consid- 
eration so contributed as capital.” 

(The statute also then, as in Dela- 
ware, authorizes a stepping up of 
capital by capitalizing surplus or net 
profits. ) 

The point of interest in this statute 
is that it puts the burden on the pur- 
chaser of the stock to determine 
whether all of his money paid for the 
stock shall go into capital. If he de- 
sires it to be allocated, a part to capi- 
tal and a part to surplus, he must fix 
the allocation. Whether such a pro- 
vision will be of any effect depends 
entirely upon the whim of the issuing 
corporation. If it really desires a 


~ * the sincere wish of the industry to be 
q able to state its position clearly and accurately in words, 
phrases, and figures that will tell the same story to every 
reader whether he be an accountant, an engineer, a lawyer, 
a financier, a commissioner, an investor or a stockholder.” 
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certain fixed allocation it may first 
sell its stock to an affiliated company, 
or to any individual, with the arrange- 
ment that such company or individual 
will demand such allocation, and then 
’ dispose of the stock to its originally 
intended market. 


" Deyeogesend the half-way measure 
of allowing a capital surplus to 
be created by such an allocation, by 
placing upon it the same restrictions 
as upon capital, does not have much 
effect or give much protection. 
Suppose the corporation had an 
amount of unamortized bond discount 
on its books, and wanted to have it 
eliminated. The allocation upon the 
sale of the original issue stock could 
be between capital and capital sur- 
plus, and there would not then be any 
valid accounting reason for refusing 
to allow the unamortized bond dis- 
count to be written off against this 
capital surplus and the desired result 
obtained. Therefore, the clinging to 
an old concept would have no prac- 
tical effect in such an instance save 
to satisfy prejudice against change. 
A refusal to admit that it is eco- 
nomically sound to allow any alloca- 
tion is almost tantamount to taking 
the stand that we will attempt to re- 
fuse to lend to the growth of busi- 
ness and enterprise the assistance of 
changing our rules and concepts as to 
terms, even though business has out- 
grown them. [If it is sound to allow 
it at all, we must do so in such a way 
as to allow a benefit to be realized. 
If this reasoning is correct, it would 
seem that we could whole-heartedly 
adopt the Delaware statute as stating 
a correct principle, assuming that we 
could also admit the propriety of leav- 
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ing such action to the discretion of 
the board of directors. A powerful 
argument lies in the well-known fact, 
(which is so often overiooked), that 
the only difference between capital 
and surplus of a going concern is the 
restriction which custom and statute 
have placed on the use of capital 
funds. 


H™ are two more reasons for 
allowing such discretion to be 
placed in the hands of the board of 
directors: 

1. A stockholder who purchases 
stock in a corporation, does so to a 
great extent because he relies upon 
the honesty and upon the good busi- 
ness judgment of those who are con- 
ducting the company’s affairs. 

2. Under present-day conditions, 
no business of any size can be prof- 
itably operated except upon a strictly 
honest basis. 

With these considerations in mind, 
it would appear that the modified 
definition of capital and of surplus 
is well worth encouragement and 
adoption if universally understood 
and applied. ; 

Dr. Julius Klein, Assistant Secre- 
tary of Commerce, in a recent article 
in the American Magazine, said: 


“Our eagerness to be rid of anti- 
quated methods and equipment is 
one of the chief reasons for the suc- 
cess of American trade expansion 
throughout the world.” 


The answer of the utility industry 
to such a challenge is no better ren- 
dered than by the placard which 
hangs in a certain dynamo room in 
this country. It reads: 

“Tradition is the enemy of prog- 
ress.” 
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As Seen from 





the Side-lines 





Wan a thoughtful man thinks of 
political, social and governmental 
experiments he naturally turns to New 


land. 
Englan : fe 


Ir was so in the day of independence, 
for there the spark of liberty was kept 
afire. There the anti-slavery cam- 
paign was initiated. 

* * 

Tuer the first substantial adventure 
of self-government was attempted. 
Bryce, you may recall, found the New 
England system of town government, 
the purest form of democracy in the 
world, and after one hundred years of 
trial he saw it undiluted upon his visit 
and study of it. q 


* 

Tue late Senator La Follette once 
confided in me his opinion that the labor 
laws of Massachusetts, as an illustra- 
tion, were the most advanced in the 
United States, not excepting his own 
Wisconsin, of which he had been gov- 


ernor. 
* * 


MASSACHUSETTS adopted and it main- 
tained the forty-eight hour week for 
women in industrial establishments, 
even at the expense of the counter- 
vailing competition of the long-houred 
south. Governor Smith’s boasted fac- 
tory code in New York was young 
when the Bay State system had become 
gray around the temples. Its minimum- 
wage law and its anti-involuntary sys- 
tem of arbitration. of disputes in the 
struggles between capital and labor 
hold forth the light to those who be- 
lieve that the pathway of so-called 
“progressiveism” is the best, if the most 
difficult of attainment. 


*x 
Its election laws will be copied by 
the national Congress—that is if the 
national legislators ever get beyond the 
state of crude politicians and into the 
realm of statesmen and are willing to 
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act rather than merely talk of the puri- 
fication of election contests. 
* + 

A PECULIARLY independent section of 
the country is New England. The un- 
knowing regard it and describe it as 
“conservative.” They know not where- 
of they speak, or, knowing it, deceive 
themselves and the public as a whole. 
Not much conservatism in those old 
Yankee skippers who built their own 
ships and carried American goods in 
American bottoms into every port in the 
world, even in defiance of the black flag 
of piracy which had the rest of the 
world always shaking in its boots. 

* . 

On the above predicate, intelligent 
men interested in the subject of public ° 
utilities and the regulation of them are 
the foremost to inquire, “What was the 
what and the why and the wherefore of 
this recent referendum on public owner- 
ship of the Boston Elevated ?” 

* * 

For the benefit of the uninitiated let 
us observe briefly that the Boston Ele- 
vated is one of the most important 
metropolitan transportation systems in 
the country; it is the life blood of Bos- 
ton’s transportation, bringing in excess 
of 1,500,000 persons to and from the 
city daily. It collapsed about thirteen 
years ago. It was on the verge of 
bankruptcy and a good, old-fashioned 
northeaster from the Atlantic would 
have blown it over the brink. 

* * 

THE handicaps, inconveniences, and 
downright iniquities of its service 
jeopardized the metropolitan area. Its 
management was as unpopular as a 
bandit at a gasoline station at midnight. 
The people saw that the service must 
be reéstablished. They perceived that 
they would have to pay for its rehabili- 
tation, out of their carfares. So, they 
decided, through their legislature, that 





in return for their expenditures, they 
must have the management of the road 
in their own hands, The legislation 
subsequently enacted provided that the 
private owners of the road would be 
compensated to the extent of 6 per cent 
on their investment and that in return 
the private owners would give over 
their road for operation by a board of 
public managers to be appointed by the 
government. 
* - 

Tus was. called the Public Control 
Act. 

- * 

At its inception, this act created a 
howl among many critics. “Why pay 
the robbers 6 per cent?” was one of the 
familiar castigations. The stock quota- 
tion ascended from thirty to seventy- 
five dollats a share. Fares went up, 
from five to six, to eight, and then to 
ten cents. And, of course, those in- 
creases robbed some of the car-riders of 
their self-complacence and their good 
humor. 

* * 

Tuis system has been in effect some 
thirteen years. It has had its continu- 
ous and its new-born critics. Governors 
have discussed it and legislators have 
wrangled over it. On the one hand 
there has been somewhat of an insistent 
campaign for return of the road to its 
old private owners. “Public control 
was only a war measure, and this prop- 
erty should be returned to the stock- 
holders and public operation abrogated 
as has been done in the case of the rail- 
roads,” these advocates have argued. 

* * 

On the other hand, there has been 
what seemed to be an increasing de- 
mand for complete public ownership. 
“You have dumped $40,000,000 of your 
money, through carfares, into this road 
for its rehabilitation,” have said these 
advocates. “You can never obtain the 
fullest advantage of your expenditure, 
nor can the new rapid transit lines 
needed for the present and the future 
be inaugurated either under public con- 
trol or private ownership. Take over 
the road in its entirety. You can buy 
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it for $110,000,000, a very fair price, 
and you can save $1,750,000 a year in 

ing expenses alone (the Dierence 
between government bonds and the 6 
per cent guarantee to, the shareholders) 
and this sum can be used to reduce fares 
or improve the service, or both.” 


ARGUING for return to private owner- 
ship you had such a distinguished per- 
son as Mr. Eliot Wadsworth, a former 
assistant secretary of the treasury re- 
cently recalled into national service by 
President Hoover. And insisting for 
public ownership you had an interest- 
ing combination of Yankee Republican 
legislators and young men of Irish 
derivation in the public life who are ex- 
ceedingly popular and trusted in their 
large and far-flung legislative districts. 

* * 

Pus tic control had as its only articu- 
late proponents the street railway em- 
ployees. They said they did not differ 
with the principle of public ownership 
but under public control as it existed 
they were receiving a square deal and 
were loathe to make any change from 
it whatsoever. 


. * 
But when the question was finally 
submitted to the people of Boston and 
the other thirteen populous cities and 
towns, they voted 110,106 for public 
control, 93,831 for public ownership, 
60,897 for return to private ownership. 
* * 


Ir seems to me that everybody can 
get consolation out of these figures. 
You can take them according to your 
own liking and predilections and make 
something worth while out of them. 

* * 

My own judgment is this: The re- 
sults show that the public do not want 
the road restored to private ownership. 
The purchase price of $110,000,000 for 
public ownership stuck up like a sore 
thumb. Public operation has made the 
best of a job that the public estimated 
was difficult to adjust from a bad start. 


rhe FT Kanne 
































What Others Think 





—_ 


The Threat of Political Interference With the 
Work of the State Commissions 


n the early days of commission 
I regulation when the commissions 
were able to reduce rates, there was 
very little political agitation against 
them. They were not altogether with- 
out criticism because they were not al- 
ways able to grant what the ratepayers 
demanded. en the World War 
came on, however, and there was a 
great uprise of prices of all kinds of 
things, the commissions found it neces- 
sary to increase utility rates. To do 
that in the face of strong public pres- 
sure against it required courage. 

No better example of the wisdom 
of regulation through state commis- 
sions rather than by direct action of the 
legislatures, or by franchise contracts 
could be given than what happened in 
commission regulation during this ab- 
normal period. The commissions did 
not hesitate to raise rates wherever 
they deemed it necessary, and thus the 
public was saved from the ill conse- 
quences of a policy of static rates 
which would have forced a large num- 


ber of the public utilities into bank-. 


ruptcy. 
is policy, however, made the com- 
missions, for the time béing, unpopular, 
and here and there political leaders have 
arisen who have demanded the aboli- 
tion of the state commissions. This 
has happened in Oregon, and William 
C. McCulloch, in discussing it, points 
to certain considerations about public 
utility regulation which are not well 
understood by the public. What, for 
example, would be substituted for regu- 

lation? 
Shall we again make commission 
regulation the football of politics 


which it was before the era of state 
regulation? Mr. McCulloch says: 
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“N° small part of the work of the 
public service commission of 
Oregon has to do with matters of purely 
local concern and of no state-wide interest, 
such as a complaint of one shipper against 
a railroad about a single rate, or of a 
customer of some utility with respect to his 
rate or his service. The commission han- 
dies and adjusts hundreds of such matters 
that are of little or no interest to anybody 
except the parties immediately concerned. 
The commission, of course, is not a court 
and a substantial part of its work is han- 
died by informal proceedings. Many minor 
and purely local matters of this kind un- 
doubtedly would go unremedied if the 
commission were abolished for the time 
and expense and trouble of getting a bill 
through the legislature and signed by the 
governor in such a case would deter the 
most optimistic. At the present time no 
shipper, consumer, railroad, or utility that 
has a grievance relating to rates or service 
need pay any filing fee or trial fee or costs 
or disbursements to have it heard and de- 
termined. The commission is a tribunal 
from which speedy, impartial, and complete 
justice may be obtained by any interested 
party at little or no expense. The legisla- 
ture of the state meeting once in two years 
for a 40-day session would be a poor sub- 
stitute for it. 

“The commission, however, functions all 
the time without interruption. And this is. 
of importance to shippers, consumers, car- 
riers, and utilities alike. The commission 
has power to make emergency rates. It 
also has the salutary power to suspend, 
pending a hearing, proposed increased rates. 
If the commission were abolished, those 
two powers could not be exercised at all 
unless the legislature happened to be in ses- 
sion no matter how great the emergency or 
the necessity for action might be. 

“From the standpoint of numbers, of ex- 
perience and of expert knowledge of the 
matters with which regulation of common 
carriers and of public utilities must deal, 
there can be no doubt but that the mem- 
bers of the commission are much more 
qualified to act advisedly and intelligent 
than the members of the legislature. Th 
commission has three members. The legis- 
lature has ninety members, thirty in the 
senate and sixty in the house. It is obvious 


























































that regulation by the legislature would be 
a fom uncertain, and ponderous process 
at best. 


a4 1TH the regulation of common car- 
W riers and public utilities in the leg- 
islature, how could such regulation escape 
becoming a political football? The pub- 
lic service commission of Oregon makes 
its decisions and determinations on the 
merits of the questions involved in the 
light of the evidence introduced by the 
interested parties and according to the pre- 
ponderance of such evidence. But with 
such regulation in the legislature the par- 
ticular relief sought, a reduced rate or an 
adequate service for example, would be the 
subject matter of a bill. Its passage would 
depend on the number of favorable votes 
that could be gotten for it. Wholesale vote 
trading would be inevitable. The personal 
influence and popularity of the sponsor of 
such a bill likely would count far more in 
obtaining its passage than the merits of 
the particular proposition. Rate regulation 
in Oregon would be on a pretty low plane 
if it depended chiefly on political pull and 
influence, Strong, well populated, and in- 
fluential counties in the state could and 
would expect to fare better at the hands 
of the legislature in such matters than the 
thinly populated counties. This subject of 
politics in rate making might be pursued 
almost indefinitely, but enough has been 
said to point out some of its evils at least. 
“Regulation of common carriers and of 
public utilities by such tribunals as the 
public service commission of Oregon is 
not an untried experiment in Oregon or 
elsewhere in the United States. The Fed- 
eral Government by creating the Interstate 
Commerce Commission in 1887 set an ex- 
ample that has been followed by the legis- 
latures of the various states without a sin- 
gle exception so far as the writer’s knowl- 
edge goes. To recount the work and ac- 
complishments of the present commission 
for the twenty-three years of its existence 
would be a long and interesting story in 
which the people of this state would be 
justified in taking pride. It is conceivable 
how an advocate of the abolition of the 
public service commission might so act 
either from ignorance or malice. The 
voters of this state may be trusted to ex- 
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press their views of men and measures at 
the polls without malice. In this writer’s 
opinion, they will hardly express a view in 
favor of the abolition of the public serv- 
ice commission of Oregon if they are 
acquainted with the facts and if they know 
— of the consequences that would re- 
s —— 


I’ one analyzes the complaints against 
commission regulation, he will find 
that they all simmer down to a differ- 
ence of opinion as to the reasonableness 
of rates. Most of this is again due to 
a difference of opinion as to whether 
the return of utility companies should 
be based on prudent investment or the 
present value of the property. 

As a matter of fact, only a small part 
of the regulatory matters which are 
constantly handled by the state commis- 
sions and which obtain no publicity 
have to do with rates. Thousands of 
complaints which are very vital mat- 
ters to the complainants are adjusted 
through the offices of the commission 
without delay or expense. All of the 
commissions are overworked, a fact 
which in itself is some evidence of the 
need of regulation. The matters which 
are now handled by our state commis- 
sions could not be handled as well 
either by the legislature or by the local 
authorities. State regulation of public 
utilities while by no means perfect has 
made a tremendous contribution to our 
industrial progress through proper con- 
trol over the development of the utility 
business. To abolish commission regu- 
lation would be to return to the old evils 
which led to the insistent demand for 
state regulation through commission. 


Is tHe ABOLITION OF THE Pustic SERVICE 
ComMMISSION oF OrEcon NeceEssARY oR Dz- 
SIRABLE? By William C. McCulloch. Ore- 
gon Law Review. June 1930. Page 437. 





The Interest of the Politicians in Domestic 
Rates—Representing 20 Per Cent of the Total 


SS of state regulation of 
utilities is based on the theory that 
the utility companies are charging ex- 
cessive rates and that the commissions, 
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for one reason or another, are unable 
to prevent it. So far as the political 
leaders have interested themselves iP 
the subject, they have directed their at- 
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tention to domestic rates. These have 
been practically the sole object of at- 
tack. Floyd L. Carlisle, chairman of 
the board of directors of the Niagara- 
Hudson Power Corporation, in an ad- 
dress before the Bond Club of Phila- 
delphia, alluding to this subject said: 


“Public interest in rates and disputes 
concerning them are almost entirely re- 
lated to the household use of electricity 
and gas. Of the total amount of electricity 
generated and sold by the companies, not 
to exceed 10 per cent is sold to the house- 
holders and perhaps another 10 per cent 
to small users. The balance, or 80 per 
cent varying with the nature of the manu- 
facturing on the lines of the utilities is 
sold for industrial uses. The price at 
which this 80 per cent of the energy is 
sold is limited absolutely to a figure no 
higher than the cost of generating elec- 
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less than those in companies not possessing 
such industrial uses. Cheaper prices to 
both classes of users are possible by their 
combination because they largely use the 
same generating and distributing sources 
and their separation would result in higher 
rates both to the householder and the 
manufacturer. 

“In the last twenty years there has been, 
except for certain periods during the war, 
a constantly descending schedule of rates 
and a corresponding increasing consump- 
tion of electricity. Due to this fact, there 
has been almost a complete absence of rate 
complaints or rate cases arising from the 
consumers themselves. The enormous im- 
provement and the reliable character of 
the service at prices negligible in the family 
budget has caused no economic pressure 
from the consumer.” 


Not long ago the Wisconsin commis- 


sion stated that there is no widespread 


tricity by the industrial plant itself. This discontent over utility rates; that in al- 
industrial business is subject to the hazard most every instance the discontent was 


of the success of the particular manufac- 


turing plant using it and the ability of the limited to a small circle of agitation. 
manufacturer to prosper and continue in But complaints that rates are excessive 


his line of business. It is also subject to are always popular. This is not limited 


constantly changing new processes in in- 
dustry which have often discarded elec- 
trical processes for others. The managers 


to utility rates. 


Absence of complaint does not prove 


and operators of public utility corporations conclusively that utility rates are not 
necessarily devote the greater part of their too high, nor does the general charge 


time to selling electricity and gas for in- 
dustrial purposes. Wherever the industrial 


that they are excessive, prove that they 


load exists, household rates are invariably are. —D. L. 





What the Recent Elections Mean 
to the Public Utilities 


N“% that the smoke of political bat- sue, the economic depression, with its 
tle engendered by the November attendant unemployment, the tariff, and 


.¢lections is clearing, both the friends local factors entered predominantly into 


and enemies of the public utilities are the campaigns. 


making surveys of the results and com- 


“A forced importance is being given 


ing, as usual, to conflicting conclusions. both in press and magazine to the im- 
It cannot be denied that candidates who plications of the results as they effect 
are critical of public utility regulation what is coming to be called the utilities 
have been more fortunate in attaining issue,” observes The Argonaut, of San 
office than those who have more or less__ Francisco. It continues: 


frankly advocated government owner- 
ship; to what extent the success at the 
polls of this latter group may be cred- 
ited to any conscious desire of the 
voters to express their opinions on this 
political and economic controversy is a 
matter of conjecture; certainly in many 
if not most cases the wet-and-dry is- 
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s6¢™eem appraisal of the national situ- 
ation compels the statement that as 
far as 1930 goes, regulation of public utili- 
ties, in the sense of water power and allied 
concerns, has not yet become a major 
matter. In an election which was not con- 
clusive of anything, even of public senti- 
ment on the Eighteenth Amendment, where- 
in a strong trend was shown, or the tariff, 
















































which seems to haye been unpopular; or 
on ways and means to combat unemploy- 
ment, use the electorate merely ex- 
pressed its disapproval of a f ¢ in pay 

ratvat than endor. a sound 
jas oe ° bringing them back, it seems 
undue strain to find a really mounting pub- 
lic conviction on the Utilities question. 

“It entered into the sampsign in only 
four ppt in New York I i e Demo- 
cratic sevelt, in Pennsylvania ees the 
Lord-knows-what-he-is Pinchot, in Oregon 
with department store Meier, in  aabee 
with an obscure person named Lovette 
hurdled into c ess over the Hoover- 
devoted head ot Caste eece. 

“But to say that Governor Roosevelt was 

ed he wants New York to 
own and sell its own water power is nadir- 
ly inadequate. To say that Pinchot was 
elected on that issue is even less correct 
because he was elected in spite of his utili- 
ties view as indeed he seems to have been 
elected in spite of everything else exce 
the existence of an inert mass of Republi- 
can votes with the consistency of granite 
and equal imperviousness. Nor was 
Meier’s success in Oregon due to that plank. 
We are thus left to contemplate the loss 
of the excellent Carroll B. Reece who 
made the mistake of doing as he was told 
by the President and then found that the 
hazardous experiment of gaining a bene- 
diction by letter, the only one Mr. Hoover 
wrote during the campaign for anybody, 
was not powerful to make the hard headed 
mountain Tennesseans vote other than as 
they wanted to vote. 
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“This is not to say that the question of 
the control of natural resources and ie 
utilization of the power hey beget is not 
to be ultimately an issue. It cannot well 
escape if the arteries and the vocal chords 
of Uncle George Norris of Nebraska con- 
tinue to display their accustomed health 
and vigor. 

“Utilities still represent an abstraction 
politically to the average voter. His vo- 
cabulary just now is limited to wet and 
dry, to tariff and to unemployment. He is 
quite likely not to seek to enlarge his vot- 
ing lexicon during the coming two years.” 

Se what extent these newly-elected 

and reélected holders of public 
office will choose to accept their success 
at the polls as an expression of the de- 
sire of the people to assail the utilities, 
remains to be seen. Unless the more 
pressing political and economic issues 
are disposed of, however—and there 
would seem to be but a slight likelihood 
that the wet-and-dry controversy and 
the unemployment situation will be ad- 
justed with any degree of speed—“the 
utilities,” The Argonaut concludes, 

“may take a quiet seat on this side and 

rest there undisturbed unless they com- 

mit some egregious folly.” 
—D. L. 

Tue Utimities Issur. The Argonaut, San 
Francisco, Calif. November 15, 1930. 





What We May Learn About the Regulation of 
Motor Transportation from the British 


bw because our British cousins do 
not have a dual system of sovereign 
government such as our own, with its 
constant Federal v. State complications, 
is no indication that their regulatory 
problems are not pretty much the same 
as our own, at least in the matter of 
motor transportation regulation. 

For five years our Congress has 
grappeled with the idea of Federal 
regulation for interstate busses, yet the 
current session of Congress finds the 
Parker-Couzens bill still locked in the 
legislative jam on Capitol hill. The 
British, confronted with a like problem 
in bus regulation, op roached a solution 
by creating, in 1928, the Royal Com- 
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mission on Transport whose job it was 
to make a thorough study of: (1) oper- 
ating traffic conditions; (2) licensing 
and the codrdination of motor transit 
service; (3) general codrdination of all 
transportation facilities. 

This commission pepo was enlight- 
ening. If it were not headed by a Brit- 
ish title, one would almost sus that 
the study had been made here in one or 
some of our own states. The introduc- 
tion observes : 


“The existing system of licensing, based 
upon acts passed at a time when the in- 
ternal combustion engine was unknown, is 
from almost every point of view totally 
unsuited to present-day requirements. It 
not only entails great inconvenience upon 



























both licensing authorities and operators, 
but, in not a few instances, imposes a 

vy and unnecessary burden upon high- 
way authorities, who, per se, have no voice 
in sing matters. In addition to this, 
the unnecessary multiplication of compet- 
ing vehicles adds largely to congestion and 
: a fruitful source of danger to the pub- 
ic. 

“We recognize that any new system of 
ticensing which may be devised will almost 
certainly be liable to criticism and objec- 
tion, but under the scheme propounded, 
which we have endeavored to keep free 
from all unnecessary complications, we be- 
lieve it will be possible to regulate the 
licensing of public service vehicles with 
the maximum of advantage to the travel- 
ing public, and to those who provide serv- 
ice road, while, at the same time, it 
will leave to local authorities such a meas- 
ure of control as is necessary to protect 
their interests.” 


r. Ivan Bowen of Minneapolis, 
Minnesota, tells us of this report 
and what the British did about it in Bus 
Transportation (November, 1930). He 
describes in some detail the proposed 
law which accompanied the commis- 
sion’s report and which subsequently 
became enacted. 

One notable feature of the British 
act, according to Mr. Bowen, is that it 
distinguishes between urban and inter- 
urban busses; the former are called 
“stage carriages” while the latter are 
called “express carriages.” A third 
group, “contract carriages,” are char- 
tered vehicles such as the taxicab and 
are exempt from regulation. 

Great Britain had a question of di- 
vided authority almost as serious and 
probably more complicated than our 
State v. Federal situation. It appears 
that numerous subordinates licensing 
authorities existed—over 1,333, and this 
led to confusion. ° 

The commission decided on the fol- 
lowing regulatory plan: The British 
Isle was divided into eleven “traffic 
areas”; Scotland into two. In each 
area a single authority was created to 
govern transport, consisting of a board 
of three members appointed by the 
Minister of Transport. Of the three 
members of each board, the chairman- 
ship is a full-time job for a 7-year term. 
His two associates are part time officers 
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who are appointed for 3-year tetms. 

Where a route overlaps two or more 
areas, it is necessary for the operator 
to obtain the “backing” or endorsement 
of each Traffic Area Commission in the 
areas affected before he will be permit- 
ted to operate in their respective baili- 
wicks. 

Operators are required to obtain a 
certificate of mechanical fitness before 
entering a vehicle in public service; in 
addition they must file rate schedules, 
time schedules, and appropriate public 
liability security. 


M* Bowen tells us that the policy 
of the British law, so far as the 
duplication of service is concerned, is 
in favor of guarded monopoly rather 
than open competition. He quotes the 
following passage from the investigat- 
ing commission’s report: 


“Generally, the commissioners shall aim 
at establishing an adequate passenger trans- 
post service in their area, creating what 

s been termed by several witnesses a’ 
“controlled monopoly,” i. e., the provision 
of services by an adequate number ot 
efficient undertakings, which, for the safe- 
guarding of the interests of the public, 
would be subject to strict control.” 


The law itself lays the following in- 
junction on the Traffic Area Commis- 
sioners with regard to determining 
what we, in America, would call the 
“convenience and necessity” for pro- 
posed bus service: 


“In exercising their discretion to grant, 
or to refuse, a road service license in re- 
spect of any routes, and their discretion to 
attach conditions to any such license, the 
commission shall have regard to the fol- 
lowing matters: 

“1. The suitability of the routes on 
which a service may be provided under 
the license. 

“2. The extent, if any, to which the 
needs of the proposed routes are already 
adequately served. 

“3. The extent to which the proposed 
service is mecessary or desirable in the 
public interest. 

“4. The needs of the area as a whole in 
relation to traffic Naga the provision 
of adequate, suitable, and efficient services, 
the elimination of unnécessary services and 
the provision of unremunerative services), 
and the codrdination of all forms of pas- 
senger transport (including transport by 
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rail), and take into consideration any rep- 
resentations which may be made by per- 
sons who are already providing transport 
facilities along or near the routes, or any 
part thereof, or by any local authority in 
whose area any of the routes, or any part 
of any of the routes, is situated.” 


According to Mr. Bowen, appeals 
may be taken from the orders of the 
Traffic Area Commissioners to the Min- 
ister of Transport. The bill was ac- 
ceptable to both the Conservative and 
Labor governments and passed without 
—- 

hat a pity that our Congress can- 
not absorb some of that codperative 
spirit in dealing with Federal bus regu- 
lation ! 


oT alone with bus regulations are 

foreign countries concerned. Ap- 
parently they are having their trouble 
with the parking situation as well. On 
October 6, 1930, delegates to the Sixth 
International Road Congress convened 
at Washington, D. C., from more than 
fifty countries. The convention de- 
voted much time to the problem of 
vehicular parking and traffic conges- 
tion. 

The reports submitted by the dele- 
gates from Great Britain and the 
United States, where the parking prob- 
lem is most acute, revealed the inter- 
esting fact that almost without excep- 
tion the attitude toward parking by re- 
sponsible authorities in both Great 
Britain and the United States is the 
same. They are agreed that it is an 
uneconomic use of street space and 
that sooner or later parking prohibition 
in congested districts must be enforced. 

A detailed analysis of both the Unit- 
ed States and English reports on this 
subject appeared in the American Elec- 
tric Railway Association Journal (No- 
vember, 1930). 

The United States report was pre- 
sented by Dr. Miller McClintock, Direc- 
tor, Albert Russel Erskine Bureau For 
Street Traffic Research, Harvard Uni- 
versity. 

The McClintock report, according to 
the Journal, recognizes the limited ca- 
pacity of our American streets and the 
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distinction between the right to move 
on and the right to park. The latter, 
it is stated, is a privilege and must be 
restricted and, if necessary, prohibited. 
The report further states that if traffic 
volume continues to increase in the next 
few years as it has in the past, it is to 
be anticipated that parking will be gen- 
erally prohibited in the congested cen- 
ters of all of the larger cities. 

At present only one large American 
city applies the prohibition of parking 
throughout its central business district. 
That is the city of Chicago. Numerous 
benefits are reported to have resulted 
from this stimulated use of automo- 
biles; decreased operating costs for 
transit and trucking companies. Last 
but not least it is reported that the in- 
crease in traffic volume has stimulated 
all forms of business. 


HE British report—the composite 

result of the labors of police of- 
ficials, city planners, city engineers, and 
government officials—starts off in typ- 
ical English fashion with a terse state- 
ment of the common law of England 
regarding the use of the streets; the 
same common law inherited by the 
states from mother England prior to 
the War of Independence. The report 
says: 

“In dealing with this question, the first 
and fundamental point to be borne in mind 
is that any person has, at common law, the 
right to use any highway or any part of 
any highway for the purpose of passing 
and repassing for legitimate travel, and 
accordingly it is an offense for a vehicle 
to remain thereon so as to cause inconven- 
ience to other users of the highway or for 
an unreasonable time.” 


Pursuant to powers granted him by 
an Act of Parliament in 1924, called 
the London Traffic Act, it appears that 
the Minister of Transport accepted the 
recommendations of an advisory com- 
mittee to study the parking situation in 
and about London and adopted regula- 
tions respecting vehicular parking both 
as to time and place. Two of these 
regulations adopted should be of inter- 
est "y us because they are rather un- 
usual. 






























The first is a provision that parked 
cars must be so left that they can be 
moved by manual power to enable 
vehicles to be moved where they are too 
closely parked or in case of an emer- 
gency on the street requiring such re- 
moval. 

The second rule is that where a ve- 
hicle has been parked for the full limit 
of the time allowed for that particular 
location it cannot again occupy that spot 
for one hour. 

A maximum time limit of two hours 
was fixed rather than three hours in 
order to prevent office workers from 
using the streets as garages every day 
by merely shifting their cars during 
their lunch period. 


NOTHER odd feature about British 
parking regulations is the “mes- 
senger” who is licensed by the police to 
see that parking regulations are carried 
out in a certain neighborhood. The 
“messenger” has no police authority and 
it is his duty merely to report parking 
violations to the nearest constable. He 
receives no salary but thrives upon the 
custom of motorists to give him a tip 
before leaving. The British report 
recognizes the deficiencies of the mes- 
senger system and urges that it should 
not be further extended. 
Summarizing the British report, the 
American Electric Railway Association 
Journal states : 


“Under the Public Health Act of 1925, 
local authorities in Great Britain were 
given power to acquire land suitable for 
use as a parking place off the streets and 
quite a number of municipalities are using 
this method in preference to restricting the 
capacity of the streets by permitting street 
parking. A small charge is made in some 
cases for the use of off-street space. Both 
this plan and that previously described are, 
however, recognized as furnishing insuf- 
ficient storage space for the demands and 
the report goes on to describe the British 
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attitude towards public garages construct- 
ed by private capital.” 


HE policy of most cities in the 

United States towards the encour- 
agement of privately owned garages as 
an aid in enforcing parking restrictions 
has not yet crystallized, so that what 
the British report says of this should 
be carefully noted for the day is not 
far off when downtown parking will be 
prohibited in nearly all large American 
cities. The report says: 


“It is to the provision of additional 
garages that the traffic authorities in large 
towns should look as a means of solving 
the problem due to the congestion caused 
by waiting vehicles, and care should be 
taken not to discourage the investment of 
capital for the construction of new garages 
upon up-to-date methods, and for the im- 
provement and extension of the existing 
accommodation. It is, however, necessary 
that garage proprietors should charge only 
small sums for temporary accommodation, 
and fortunately much is being done in this 
direction in London and other large cities 
where proprietors have shown a disposition 
to charge particularly reasonable rates in 
respect of cars left during the business 
hours of the day. Charges can, of course, 
only be kept low so long as full economic 
use is made of a garage, and while cars 
are allowed to be left about the streets this 
object can not be achieved.” 


This leads one to the conclusion that 
ultimately the down-town garage will 
become so necessary to public interest 
that it will assume a public utility status 
calling for regulation of its rates, serv- 
ice, and territorial monopoly just as 
other warehouses are now regulated as 
utilities in many of our Western states. 

—F. X. W. 


How Great Britain Recurates. By Ivan 


Bowen. Bus Transportation; November, 
1930. 


PaRKING REGULATION AS VIEWED BY ENG- 
LISH AND AMERICAN AUTHORITIES. Amer- 
ican Electric Railway Association Journal; 
November, 1930. 
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Quaint Execrric Rates. By Morris Llewel- 
lyn Cooke. National Municipal Review; 
pages 756-760. November, 1930. 
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Out of the mail 
questions; because 


WHAT READERS ASK 





of the editors have come these 
ey touch upon subjects of broad 


interest to those in the public utilities field, they have 
been vers Whe publication—together with the an- 


swers. 


QuEsTION 
What is meant by the expression 
“reasonableness of rates as a whole’? 


ANSWER 
This expression means that the rates 
cha: for various classes of service taken 


er shall be such as to produce a rea- 
soma ble return on wn. peeetes value i” the 
utility property. tever theory of rate 
making may be adopted, whatever the rate 
base may be, the full body of rates is rea- 
sonable if it produces a fair return upon that 


But individual rates may be unreasonable 
for the reason t some of the ratepayers 
may be overcharged for their service and 
some undercharged. Rate schedules are de- 
signed as far as possible to eliminate dis- 
crimination between various groups of rate- 
payers. It is impossible, however, absolutely 
to eliminate discrimination because the exact 
cost of serving each individual consumer or 
each group of consumers cannot be ascer- 
tained with mathematical accuracy. This is 
especially true in the case of railroad rates. 
But the aim is to eliminate unfair discrimina- 
tion as far as possible. 


7 


QUESTION 
Has there been any report from the 
Federal Trade Commission on the 
propaganda activities of the electrical 
industry? Is the testimony to be 
printed? 
ANSWER 


The Federal Trade Commission has not 
yét made its report on the “propaganda” or 
publicity phase of its investigation. That in- 
vestigation, however, has 


een completed. 
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at questions do you want to ask? 


The Commission is at present engaged in the 
investigation of the Enancial structure of 
power and gas utilities including holding 
companies. 

e printed record of the public i iga- 
tion is available to the public. This phase 


of the on comprises 18 volumes. 
There is an additional volume of exhibits. 
QUESTION 


Please tell me the percentage of 
cases involving public utility regula- 
tion questions which have gone to the 
Supreme Court through the channel 
of the Federal courts and through 
that of the state courts? 


ANSWER 


Roughly speaking half of the cases have 
gone up by way of the Federal courts and 
half by way of the state courts. Of 155 
cases reported in full in Public Utilities Re- 
ports since 1915, 74 have come to the Su- 
preme Court by way of the state courts if 
ue include 4 from the District of Colum- 

ja. 

It may be interesting to add that of these 
state and District of Columbia court cases 
37 have been atnrmed by the Supreme Court, 
35 have been reversed, and 2 modified. 


e 


QUESTION 
If the Federal Constitution as in- 
terpreted by the Supreme Court gives 
utility companies the right to earn 4 
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return upon the present value of their 
property rather than upon their pru- 
dent investments in it, can a state 
avoid this provision by requiring util- 
ities to enter into a contract to base 
their return upon prudent investment 
as @ condition to doing business in 
the state as has been suggested in 
Massachusetts? 


ANSWER 


This is a question upon which doctors 
probably will disagree; but the probability 
is that utility companies could not be forced 


to waive constitutional rights in this way. A . 


question of this sort went to the Supreme 
Court from California in 1926. (Frost v. 
California R. Commission, 271 U. S. 583, 
P.U.R.1926D, 483.) A California statute re- 
quiring private motor truck carriers to obtain 
certificates of convenience and necessity 
from the state commission and _ thereby 
submit themselves to regulation as a com- 
mon carrier was held to violate the due 
process of law of the Federal Constitution. 
The state court held that while the state 
could not by mere legislative fiat or even by 
constitutional enactment convert a private 
carrier into a public carrier declared that the 
state had power to grant or altogether with- 
hold from its citizens the privilege of using 
its public highways for the purpose of trans- 
acting private business thereon; and _ that, 
therefore, the legislature might grant the 
right on such conditions as it saw fit to 
impose. 

It being admitted that a state could not 
convert a private carrier into a public char- 
acter by direct act of the legislature, it was 
held by the Supreme Court that it could not 
do so by indirection. The court said: 


“It would be a palpable incongruity to 
strike down an act of state legislation 
which, by words of express divestment, 
seeks to strip the citizen of rights guaran- 
teed by the Federal Constitution, but to 
uphold an act by which the same result is 
accomplished under the guise of a surren- 
der of a right in exchange for a valuable 
privilege which the state threatens other- 
wise to withhold. It is not necessary to 
challenge the proposition that, as a gen- 
eral rule, the state, having power to deny 
@ privilege altogether, may t it upon 
such conditions as it sees fit to impose. 
But the power of the state in that respect 
is not unlimited; and one of the limita- 
tions is that it may not impose conditions 
which require the relinquishment of con- 
Stitutional rights. If the state may com- 
pel the surrender of one constitutional 
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right as a condition of its favor, it may, 
in like manner, compel a surrender of all. 
It is imconceivable that guaranties em- 

in the Constitution of the United 
States may thus be manipulated out of 
existence.” 


Three of the justices dissented; but not on 
the general proposition laid down the 
court. They dissented on the ground that 
the particular —— complained of in 
the case was within the power of the state. 

One of the bills passed during the last 
session of the New York legislature which 
was among those vetoed by Governor Roose- 
velt would have permitted utility companies 
to contract with reference to the rate base; 
but the contracts were to be voluntary and 
not forced upon the utilities. 


e 


QuESTION 


In some states personal liabiliiy is 
imposed upon shareholders of banks 
and insurance companies for the debts 
of the corporation. Are similar lia- 
bilities imposed upon shareholders of 
any public utility company? 


ANSWER 


Apparently no state has a law directed spe- 
cifically at public utility corporations which 
imposes a liability for the debts of the corpo- 
ration on the shareholder. There is, however, 
legislation in a few states which imposes in- 
dividual liability on stockholders in corpora- 
tions generally, including, of course, public 
utility corporations. In California, for ex- 
ample, the Constitution makes every stock- 
holder of a corporation, or joint stock asso- 
ciation, individually and personally liable for 
such portions of all of its debts and liabilities 
contracted or incurred during the time he was 
a stockholder as the amount of stock or shares 
owned by him bears to the whole of the sub- 
scribed capital stock, or shares, of the corpo- 
ration or association. A similar provision is 
found in the Kansas Constitution, which, how- 
ever, excepts railroad corporations. In Min- 
nesota double liability is imposed by the Con- 
stitution upon stockholders of corporations, 
excepting those organized for the purposes of 
carrying on any kind of manufacturing or me- 
chanical business. In some of the other states, 
including Michigan, New York, and Wiscon- 
sin, an added liability is imposed upon stock- 
holders for labor or services performed for 
the corporation. Then, too, there are laws 
imposing upon individuals liability for the 
debts of the corporation to the extent of 
amounts unpaid on stock. 
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The March of Events 








The Charleston Convention 


HIRTY-EIGHT commissions, including the 

Interstate Commerce mission, were 
represented at the forty-second convention of 
the National Association of Railroad and 
Utilities Commissioners at Charleston, South 
Carolina. One hundred eight commissioners 
and staff members were registered, and 
guests attended in large numbers. 

Extensive entertainment programs and 
business sessions occupied the commissioners 
from the morning of November 12th until 
late on November 14th. Noteworthy ad- 
dresses were heard from commissioners, 
public officials, and representatives of the 
utility industry. 

Federal regulation was thoroughly dis- 
cussed and the convention readopted, in sub- 
stance, the resolution which was adopted last 
year at Glacier Park expressing the eee 
tion of the association to any form of 
eral legislation which proposes the enlarge- 
ment of Federal authority by the creation 
of new agencies, or the extension of the au- 
thority of present agencies, whereby the 
regulatory authority of the state commis- 
sions would be interfered with in fields in 
which they are now adequately functioning. 

Federal regulation of interstate bus car- 
riers was favored in a resolution endorsing 
the Parker-Couzens bus bill, now pending 
in the United States Senate, but endorsement 
was expressly withheld from “certain amend- 
ments” which have been attached to the bili. 

Remedial legislation was favored by a 
resolution relating to the status of electric 
railways. The association asked Congress 
to amend the existing law in such fashion that 
an electric railway common carrier may be 
able, with respect to any matter, to determine 
whether it is subject to state or Federal 
jurisdiction, and so that state authorities may 
know to what extent they have the power 
and duty to enforce the laws of their re- 
spective states. The resolution declared the 
opinion of the association that the electric 
railways are, with few exceptions, local in 
character and that state jurisdiction there- 
over should be left undisturbed by Federal 
authority. 

The special committee on telephone depre- 
ciation presented a resolution providing for 
regional special committees, which was 
adopted. The resolution referred to differ- 
ences in climatic and other conditions affect- 
ing depreciation. 

A resolutior was adopted dealing with the 
Howell bill, wherein the association re- 
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affirmed its former attitude respecting § 15a 
of the Interstate Commerce Act which it had 
condemned as wumneconomic and unsound. 
The association expressed its opposition to 
the recapture provisions of the Howell bill. 
It was the opinion of the association that 
such changes in the law should be made 
as ~~ be necessary to relieve the Inter- 
state Commerce Commission from the duty 
to revalue the property of carriers subject 
to the Interstate Commerce Act “from time 
to time” and “in like manner” as such prop- 
erty is required to be valued under § 19a, 
but without in any way diminishing the pow- 
er of the commission to keep informed as to 
the capital investment of the carriers and as 
to changes in the property of carriers. 

The following officers of the association 
were elected: “Harvey H. Hannah, Tennes- 
see, president; John J. Murphy, South Da- 
kota, first vice-president; Hugh H. Williams, 
New Mexico, second vice-president; James 
B. Walker, New York, secretary ; Clyde S. 
Bailey, Washington, D. C., assistant secre- 
tary; John E. Benton, Washington, D. C., 
general solicitor.” 

Richmond, Virginia, was chosen as the 
place for the 1931 convention. 


© 
Class Railroad Fares 


HE continental system of rail travel, with 

three classes of accommodations and 
three fares, will be tried for six months by 
the Sante Fe & Western Pacific Railroads, 
beginning January Ist, according to an an- 
nouncement reported in the Chicago Tribune. 
This is to stimulate travel between Chicago 
and the territory served by the railroad— 
Missouri, Arizona, and California. The 
Tribune says the rates are divided as fol- 
lows: 

“1. Tickets at existing fares, 
standard sleeping cars on all trains. 

“2. One way tourist fares, about 20 per 
cent less than existing fares and good in 
tourist sleeping cars, but not standard sleep- 
ers. 

“3. One way coach fares, about 20 per cent 
less than touring sleeping car fares and good 
only in coaches and chair cars. 

“To illustrate the difference in price, a first 
class ticket from Chicago to any point in 
California costs $79.84; one good in tourist 
sleepers can be obtained for $65; and one 
good in coaches and chair cars can be bought 
for $50. The Pullman rate will also be low- 
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ered, a tourist sleeper to California selling 
for $12.75 as contrasted with the first class 
price of $23.63. 

“It was explained by a representative of 
the lines that ‘tourist’ sleepers differ from 
the standard Pullman only in point of age 
and in recent improvements. They have, es- 
sentially, the same accommodations as the 
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newer sleepers, it was Said. 

“This is the first time the system has been 
tried in the United States, the announcement 
stated. ‘The plan,’ it read, ‘is to place the 
cost of railroad travel within the reach of 
all and is somewhat in line with the classi- 
fication of ocean travel and that of foreign 
railroads.’” 


@ 
Alabama 


Rate Survey Started 


Py poy survey of power, light, gas, 
and water rates in southern cities is be- 
ing made by O. L. Bunn, secretary of the 
Birmingham Chamber of Commerce, for the 
purpose of comparison with Birmingham 
rates. Letters have been sent to twenty 
southern cities including Nashville, Chat- 
tanooga, Atlanta, Mobile, New Orleans, 
Houston, and Dallas, says the Birmingham 
Post, inquiring about rates in those munici- 


palities. 


Replies thus far received, according to Mr. 
Bunn, indicate that Birmingham rates are 
not far out of line with other southern cities 
of comparable size, although he says it is too 
early to give an accurate comparison. A 
mere comparison of figures, says Mr. Bunn, 
will not mean anything with reference to 
whether or not Birmingham’s rates are high- 
er than other cities, as many things enter into 
rate making, such as peak loads and cost of 
manufacture, which may vary in the different 
cities. An expert is to analyze the figures 
when they are all in. 


@ 
Arizona 


Utility Savings on Oil Cost 
Passed to Consumers 


ie estimated annual saving of $60,000 to 
residential and commercial electric pow- 
er users of Tucson has been announced by 
Max Pooler, vice-president and general 
manager of the Tucson Gas, Electric Light 
& Power Company. This, it is said, has 
been made possible through the saving to 
the utility company of freight charges on the 
transportation of oil used to operate Diesel 
engines in the electric plant. The reduction, 
however, goes even beyond this saving. 


The largest reduction is to domestic con- 
sumers for lighting and household appli- 
ances. The new residence lighting rates, 
with the $1 minimum monthly ge, include 
refrigerators and other appliances up to 
1000 watts. Heretofore refrigerators re- 
quired special wiring and a separate meter 
with a $3 monthly minimum charge. 

The company is also putting into effect a 
combination rate for domestic lighting, re- 
frigeration, ranges, water heaters, and the 
like all on one meter. 

It has been explained that rural rates, 
which are now somewhat higher than the 
city rates, will also be reduced. : 


e 
California 


Vote on Fares, Operating Per- 
mit, and Local Board 


MAjoRITY of the voters at the election 

in San Francisco defeated a charter 
amendment which would have limited fares 
on the Municipal Railway to 5 cents for all 
time. A campaign against the permanent 
fare was waged on the theory that losses 
in railway operation would have to be met 
by the taxpayers. 
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A charter amendment was approved by the 
voters which grants to the -Market Street 
Railway Company a 25-year operating per- 
mit to take the place of expired and expiring 
franchises. The permit can be revoked at 
any time by the city purchasing the railway 
at a fair value. The San Francisco. Exam- 
iner expresses the opinion that, notwithstand- 
ing concerted opposition against the permit, 
the voters were influenced by the company’s 
promises of new lines and extensions. The 
company was unwilling to make these im- 











































Ba en dee 













fale a sb Nat 


em ag when its right to operate was in 
¥. 
A proposal to create a municipal public 
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utility commission to handle the city-owned 
aay properties in San Francisco was de- 
eat 


, 
Connecticut 


Appeal from Taxi Meter 
Ruling Indicated 


N appeal from an order of the Public 
Utilities Commission requiring all taxi- 
cab rators in New Haven, Bridgeport, 
aterbury, New London, Meriden, and 
Hartford to equip their cabs with meters is 
in prospect, according to the Hartford Times. 
Representatives of the Connecticut Flat Rate 
Cab Association, says this paper, believe the 
order to be unfair because of the expense 
inyolyed in installation and the short space 
of time given in which to do it. 


At the commission hearing on October 6th 
those in favor of the uniform system of 
metered cabs in all the large cities far out- 
numbered those opposed to it. Those against 
represented a total of 91 authorized taxicabs, 
while those for the meters represented a total 
of 268 authorized taxicabs, in addition to 
222 authorized cabs outside of the cities in- 
volved in the ruling. The commission decid- 
ed that the method of charging by the taxi- 
meter was the best plan for the convenience, 
protection, and safety of taxicab passengers 
and the public. Cabs must be equipped with 
a by January ist, under the commission 
order. 


@ 
Maine 


Utilities Complain against Cost 
of Power 


FF independent utilities have complained 
against the rates of the Maine Public 
Service Company, formerly the Gould Elec- 
tric Company, for power purchased for re- 
sale. The commission is now engaged in 
what ig described by the Lewiston Journal 
as one of the largest utility inventory and 


valuation projects it has ever und en. 


Field work on the valuation of the elec- 
tric property is now practically completed 
and the engineers have begun tabulating 
their notes for a valuation of the property 
inventoried. 

The inventory of the Maine Public Service 
Company’s properties, says the Journal, will 
include figures on its generating plant and 
power dams located over the line in New 
Brunswick, since it is from them that the 
power is brought into Maine for redistribu- 
tion. 


= 
Missouri 


Repaving after Abandonment 
of Track 


T HE question of the obligation of the Pub- 
lic Service Company to bear part of the 
cost of replacing street paving after removal 
of abandoned street car tracks in St. Louis, 
says the St. Louis Post-Dispatch, was raised 
by City Counselor Muench at a hearing be- 
fore Chairman Stahl of the state public serv- 
ice commission on November 3rd. 

The company had applied for authority to 
abandon its tracks on Prairie avenue for a 
distance of % of a mile. L. C. Datz, chief 
engineer of the company, testified that these 
tracks never were part of a main line but 
were used in connection with a car barn 
which had been abandoned six months ago. 
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The company, he said, now has no use for 
the tracks. The street is to be paved and 
the company desires to remove the tracks at 
that time. 

Chairman Stahl, according to the Post- 
Dispatch, said that the commission had no 
authority to require the company to replace 
paving. The application was taken under 
advisement. 


* 


Union Officials Oppose One- 
Man Trolleys 


A=. against the operation of one-man 
street cars by the St. Louis Public Serv- 
ice Company, according to the St. Louis Star, 
has been filed with the commission by of- 
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ficers of the street car men’s union. 
signed, however, as individual stréet car 
riders. 

The petitioners contend that one-man cars 
ate not so safe as those with two-men crews, 
and that wherever the company uses one- 
man cats it is discriminating in favor of 
patrons who ride on two-men cars. The 
many dtities of the car operator are enumer- 
ated in the petition and it is asserted that 
the performance of all these duties by the 
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one-man car operator, in addition to operat- 
ing the controls or driving the car, makes 
each street car a menace to public safety, a 
dangerous instrumentality for the operator, 
and a menace to his safety and that of his 
passengers. b 

The further objection is interposed that 
when the commission authorized the company 
to charge present rate of fares two-men Cafs 
were operated exclusively and that the farés 
were based on that type of service. 


e 


Nebraska 


Rural Extension Law Approved 


A* initiative law conferring the right upon 
cities and towns owning electric plants 
to extend service beyond the municipal bor- 
ders was approved at the election on Novem- 
ber 4th. This will make it possible to ex- 
tend electric light and power lines from 
municipal plants to farmers and townspeople 
without taxes or bond issues. The municipal 


plants will have the power to make exten- 
sions and to pay for plants by pledging future 
earnings. 

One provision of the bill is that no pub- 
licly-owned plant may be sold except upon 
approval of 60 per cent of the voters. Addi- 
tionally, not to exceed , or a dollar 
for each voter in a municipality, may be paid 
out to promote a sale of a municipally 
owned plant. 


v 
New Hampshire 


Utility Policies Defended 


ARLY in November answers to written 
interrogatories submitted by the state 
counsel to the New Hampshire Gas & Electric 
Company, in the investigation being conducted 
the commission, were filed, and presenta- 
tion of evidence in behalf of the utilities was 


n. 

John H. Logue, an accountant, first testi- 
fied for the utilities. He stated that the 
present methods of handling the business of 
the New Hampshire companies saved them 
about $300 a month in salaries alone as com- 
pared with the former method of conducting 
the business independently. He expressed 
the opinion that the present method also of- 
fered an advantage of greater efficiency be- 
cause it permitted the earlier closing of the 
books and consequent earlier advice to the 
officers and managers of the results of opera- 
tion. The United States Daily, in a report 
of the proceedings, says: 

“Mr. Logue testified that the rates of the 
New Hampshire Gas & Electric Company 
have been reduced 25 per cent since 1924 on 
the basis of a division of the total net revye- 
nue by the total of kilowatt hours sold. This 
represented a reduction of 34 cents a kilo- 
watt hour, he said. 

“The witness said the gross revenue of the 
company for 1929, less operating expenses, 
depreciation, and taxes, was $253,101, or a 
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return of 5.63 per cent on fixed and work- 
ing capital. He also said that in 1929 pay- 
ments of $24,115 were made to the J. G. 
White Management Corporation and W. S. 
Barstow, Inc., engineering specialists, and 
gave his opinion that these services were 
necessary to efficient management. He testi- 
fied that if these payments had not been made 
the 1929 return would have been 6.18 per 
cent, but added that some expenditures would 
have been necessary for general management 
and a treasurer if the service companies had 
not been available. 

“With reference to the writing up of book 
values, Mr. Logue testified that the write-up 
was made as of September, 1927, on diret- 
tion of O. E. Wasser, of Ithaca, New York, 
in a letter dated October 5, 1927, but that 
write-up was written off in December, 1927, 
at the direction of Mr. Golding on account 
of an advice from Mr. Clinton. 

Before the introduction of this evidence 
Louis E. Wyman, special state counsel, sub- 
mitted a list of specifications under whitch he 
said he felt the cothmission would be justi- 
> in finding efforts to avoid regulation and 
efforts to avoid the full performance of the 
duty of utilities; violations of New Hamp- 
shire laws; diversion of funds from the New 
Hampshire companies to the Associated Gas 
& Electric Company; arid the stripping of the 
boards of directors of the New Hampshire 
utilities of management control. 
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Darkness and Phone Silence at 
Hotel Averted 


court order, according to the Newark 

News, has staved off darkness and phone 
silence at the Hotel Riviera in Newark. Ef- 
forts of Public Service Electric & Gas Com- 
pany and the New Jersey Bell Telephone 
Company to discontinue service were blocked 
by a restraining order signed by vice chan- 
cellor Church. 

The hotel is in the hands of receivers, and 
when the receivers failed to furnish guaran- 
tees for payment, the public utilities threat- 
ened to discontinue service. The telephone 
company had demanded a $1500 deposit and 
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New Jersey 


Public Service had demanded $2000. The re- 
ceivers, it was said, had only $1300 on hand 
for all purposes. 

The vice chancellor said that this was a 
most unusual case; that it was impossible for 
the receivers to comply with the demands of 
the utility companies, and it was not reason- 
able to shut off service.. He said he wanted 
the attorney for the receivers to bring the 
case before the utilities commission with all 
speed. The vice chancellor said that he would 
not be justified in closing the hotel and turn- 
ing the guests out into the street, and the 
service must be continued pending decision. 
He instructed the receivers to pay $250 to 
each company as an advance deposit on ac- 
count, and to pay charges daily. 


e 


New 


Promotional Rates Vital to 
Gas Industry 


WE a promotional form of rate to 
increase the uses of its commodity, the 
gas business soon would reach an unprofitable 
condition similar to that in which the street 
railways find themselves at present, Alten S. 
Miller, engineer, testified before the commis- 
sion at a rehearing on the rates of the Brook- 
lyn Borough Gas Company. 

The witness asserted that gas sales per 

meter had been declining for the past ten 
years, and that a promotional rate is neces- 
sary if the business is to survive. Over ob- 
jections by counsel for the Utility Consum- 
ers’ League, the commission ruled that Mr. 
Miller might give his views as “opinion” tes- 
timony without supplying detailed facts to 
support his opinion, since he was qualified by 
many years’ experience in the gas business. 
He supported his conclusions, however, by 
stating that there was rarely a demand for 
gas heaters in apartment houses because hot 
water was supplied by the landlord. He based 
his belief that gas sales had dropped also on 
the use of other means, of cooking and iron- 
ing than by gas. The New York Times 
says: 
“Chairman Milo R. Maltbie and Commis- 
sioner George R. Lunn asked the witness if 
a lower flat rate or block form of rate would 
not be promotional and stimulate the use of 
gas, and Mr. Miller held that a lower flat 
rate would be insufficient to bring a proper 
return on the $15,000,000 value of the com- 
pany’s property. 

“The company is defending its present 
rates, including an initial charge of $1 for 
the first 200 cubic feet of gas used.” 
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Y ork 


Landlords versus Tenants 


TT the reduced rate proposals of the 
New York Edison and associated elec- 
tric companies would turn back thousands 
of customers to the companies and affect the 
revenue of the utilities which has been de- 
pleted by submetering concerns working with 
landlords, is one of the contentions of repre- 
sentatives of the real estate board, which is 
opposing the new rate schedules. Chairman 
Milo R. Maltbie, however, ruled at a hear- 
ing on November 14th against the admission 
at that time of evidence showing the cost to 
real estate owners of the installation of de- 
mand meters if the new rate plan should be 
approved. The question, he indicated, might 
be outside the jurisdiction of the state com- 
mission. 

It was brought out at the hearings, says 
the New York Times, that the Diesel engine 
generating plant had been developed to the 
extent of becoming a real competitor of the 
Edison service. The possibility that private 
electric generating plants might be established 
by building owners to serve their tenants, if 
the new rates were approved, was suggested 
by opponents of the new rate schedules. 

Clarence J. Shearn, counsel for the real 
estate board, at the hearing on November 
12th took exception to an alleged statement 
by Matthew S. Sloan, president of the New 
York Electric Utilities, that submetering con- 
cerns were opposing reductions in the rates 
of the utilities. He continued, however, his 
opposition to the rate schedules and protest 
that the new rates would eliminate submeter- 
ing concerns to the extent that a $6,000, 

rofit to them would be transferred to the 

dison Company. 
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Oregon 


Vote to Authorize Public 
Power Districts 


N amendment to the Constitution of Ore- 

gon was adopted by the voters on 
November 4th permitting the establishment 
of public power districts. Under this amend- 
ment districts may be created of territory, 
contiguous or otherwise, within one or more 
counties, and may consist of an incorporated 
municipality, or municipalities, with or with- 
out unincorporated territory, for the purpose 
of supplying water for domestic and mu- 
nicipal purposes, for the development of 
water power and electric energy, and for the 
distribution, disposal, and sale of water, 
water power, and electric energy. 

The management of the district is placed 
in the hands of boards of directors, consist- 
ing of five members who are to be residents 
of the districts; and they would have power 
to call elections, levy taxes, issue securities, 
enter contracts, exercise the power of emi- 
nent domain, acquire and hold property neces- 
sary or incident to the business, and acquire, 
develop, or otherwise provide for the supply 
of water, water power, and electric energy. 

Such a district would have the right to 
sell, distribute, or otherwise dispose of water, 
water power, and electric energy within or 
without the territory of such districts. 

The legislature is given authority to enact 
supplementary legislation to carry out the 
purposes of the amendment. 


7 


Portland Electric Rates 
again Attacked 


A= attack upon rates of the Portland 
Electric Power Company and the North- 
western Electric Company seems to be under 
way. Kenneth Harlan, public utility inves- 
tigator, who assisted the city in its rate case 
which resulted in reduced rate schedules be- 
ing ordered by the commission, declared that 
electric rates were too high in face of “the 
reduced rate base.” 

J. P. Newell, consulting engineer for the 
commission, is quoted in the Portland News 
as saying in regard to the rate base claim: 
“Not a word of truth in it; there has been 
no rate base reduction by the public service 
commission.” He explained that the commis- 
sion made a valuation of $22,000,000 in 1916 
and in July of this year made another val- 
uation of $45,000,000. On this basis the rates 
were established. 

Objection has been made specifically to the 
demand rate. Some opponents of the rate 
schedules contend that the only fair rate 
method is to use the block-type rate so that 
“consumers can understand what they are . 
getting.” Mr. Newell, in speaking before 
the Portland council, said that the commis- 
sion had taken the utilities to task for neg- 
lecting users’ demands in applying the de- 
mand rate method. When this is neglected, 
he said, somebody suffers, and it should be 
corrected or individual users suffer. 


Pennsylvania 


Clarion River Project a Test of 
Power Commission Authority 


A= brought in the District of Colum- 
bia supreme court by the Clarion River 
Power Company against the Federal Power 
Commission has been termed comparable in 
importance to the St. Louis O’Fallon Rail- 
road valuation case. It is a test case aftect- 
ing the Power Commission’s jurisdiction over 
hydroelectric projects. 

The company holds a license from the 
Federal Commission for development on the 
Piney river in Pennsylvania. It seeks by in- 
junction to halt a hearing the Power Com- 
mission had set preparatory to determining 
the actual net investment of the company in 
the project. The company claims that it 
spent $11,032,816, but William B. King, chief 
accountant for the commission, has recom- 
mended that $6,387,731 be cut from this 
amount, claiming that certain items have 

improperly included. 


Attorney General Schander, of Pennsyl- 
vania, has asked permission to intervene in 
the suit, and, in a brief which he filed, points 
out that the Water Power Act gives the Fed- 
eral Government the right to recapture the 
plant at the expiration of the license, and 
further provides that if this right is waived, 
the state and its municipalities shall have 
preferential rights to take possession upon 
payment of the legitimate historical cost less 
depreciation. The state, he says, accordingly 
has a direct interest in sustaining the juris- 
diction of the Power Commission to inquire 
into the investment. 

A group of prominent attorneys headed by 
Professor Felix Frankfurter of Harvard has 
also asked permission to intervene in the suit 
as amicus curiae in behalf of electrical power 
consumers. They charge that the consumers’ 
position in the suit has been jeopardized by 
the ruling of Attorney General Mitchell in a 
recent advisory opinion given to President 
Hoover on the Water Power Act, which, 
they say, cast doubt on its constitutionality. 
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Virginia 


Zone Telephone Rates in 
Annexed Areas 


ue Alexandria branch of the Chesapeake 

& Potomac Telephone Company, says the 
Washington Star, has under considération a 
plan for doing away with the present sys- 
tem of charging for telephone service in fe- 
cently annexed territory at an addition over 
the old territory rate for each quarter mile 
from the old line. In place of this there 


=e 
Washi 


Generating Plant Purchased by 
Washington Gas & Electric Co. 


TS Washington Gas & Electric Company, 
according to a report in the Tacoma 
News-Tribune, has purchased the electrical 

wer plant at Longview from the Long-Bell 

umber Company. Negotiations for the pur- 
chase had been under way for several months. 
The News-Tribune says: 

“The Washington Gas & Electric Com- 
pany, which has the electric and water fran- 
chise for Longview, has heretofore purchased 


its power from the Long-Bell Lumber Com- 
pany. Now it owns in entir the plant 
which generates the electricity. The contract 


provides that the Long-Bell Lumber Com- 
pany will continue to buy its power for both 
the Longview and Pyderwood operations 
from the Washington Gas & Electric Com- 
pany. Fuel for the operation of the battery 
of huge boilers will continue to be supplied 
by the Long-Bell Lumber Company. 

“The Longview plant is capable of generat- 
ing 40,000 horsepower, Mr. Bowers said, and 
has many miles of transmission lines. The 
Long-Bell Company is one of the pioneers in 
using electric power in its logging operations. 


would bé substituted a néw zone coverin 
practically all of the annexed territory wi 
one rate, considerably reduced. 

A new telephone exchange was originally 
scheduled to be built this year but it is now 
reported that this will not be done until 1934 
because of the inability of the engineers of 
the company definitely to determine in which 
direction the city will grow. A dial system, 
it is said, will not be installed until the aew 
exchange is built. Dials are now in use in 
the nearby Washington exchanges. 


ngton 


The plant is almost automatic, everything 
being handled by machinery. As the source 
of fuel is assured and the plant is efficient 
and economical, the Longview property is 
considered outstandingly successful.” 


* 


Public Power District Bill 
Wins Approval 


A BILL authorizing the creation of municipal 
corporations to be called public utility 
districts and to comprise an entire county, or 
any part of a county, and permitting the 
merger of two or more adjacent districts into 
one, was approved by the voters at a referen- 
dum on November 4th. 

The people in a territory concerned are 
permitted to create a district which may con- 
struct and operate water works, irrigation 
systems, and power plants, with full power to 
purchase or condemn lands, to sell water or 
electricity, to issue securities, and to levy an 
annual tax not exceeding two mills in a year 
exclusive of interest and redemption of gen- 
eral obligation bonds. 

A commission of three members elected for 
3-year terms would be in charge. 


= 
Wisconsin 


Protest against Hotel 
Phone Charges 


PROTEST, Says the Milwatikee Journal, 
against the 10-cent charge for local tele- 
raged calls made by Milwaukee hotels and 
as been registered by the Milwatikeée coun- 
cil of United Commercial Travelers. 
A letter to the secretary of the Milwaukee 
= Association is quoted in the following 
words: 


“We believe that this extra charge of 5 
cents for local calls is excessive and unjust. 
The commercial salesmati of today, with a 
business depression, excessive railroad fares 
and hotel charges, is not in a receptive mood 
for any further increases in the cost of 
securing business. 

“The country in general is going through 
a period of re-adjustment; wages are being 
lowered and the neces commodities of 
life are coming down in price. This is a time 
for retrenchment, not increases.” 
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The Latest Utility Rulings 


Cattrorn1a Commission: Re City & Har- 
bor Warehouse, Ltd. (Decision No. 22972, 
App. No. 16592.) In granting authority for 
the operation of a warehouse on Mormon 
Island, the commission held that ancillary 
transportation setvice in a municipality in 
connection with warehouses is not within the 
commission’s jurisdiction. 


Cauirornta Commission: Hardie v. Eick- 
erman. (Decision No. 22975, Case No. 2732.) 
In dismissing a proceeding to require the 
operator of an unauthorized motor carrier 
service to show cause why he should not be 
punished for contempt, the commission said 
that to support an adjudication of contempt 
the evidence of violation of the commission’s 
order should be clear and convincing. 


Ca.irornta Commission: Re Lower Lake 
Farmers’ Telephone Association. (Decision 
22980, . No. 16828.) In granting author- 
ity to the Pacific Telephone & Telegraph 
Company to purchase certain telephone prop- 
erties of a so-called “farmers’ association” 
the California commission was of the opin- 
ion that it lacked authority to require a tele- 
phone utility purchasing portions of a tele- 
phone system to acquire all lines of an asso- 
ciation, or to require that members of the lat- 
ter be reimbursed for advances made to the 
association. 


Ittrnors Supreme Court: Indiana Harbor 
Belt Railroad Co. v. Illinois Commerce Com- 
mission. (No. 19737.) An order of the IIli- 
nois commission reducing freight rates on 
crushed stone to prevent alleged undue dis- 
crimination against shippers outside of the 
Chicago switching district was affirmed. The 
court held that the commission in fixing such 
rates may properly consider, in connection 
with other evidence, commercial competition 
in the territory affected. (See Utilities and 
the Public, page 763.) 


Ittrnors Supreme Court: Kewanee & 
Galva Railway Co. v. Illinois Commerce Com- 
mission. (No. 19443, 172 N. E. 706.) On 
appeal by a railway company protesting 
against the granting of a motor carrier’s cer- 
tificate by the Illinois commission in terri- 
tory surrounding Moline, Illinois, the order 
of the commission was set aside and the cause 
remanded for further proceedings. The ap- 
pellate court was of the opinion that evi- 
dence did not sustain the commission’s find- 
ing as to inadequate existing service. 


Micnican Commission: Re Dixie & 
Northern Air Line. (D-2301.) Authority 
granted by the commission to the aviation 
company January 21, 1930, to issue a limited 
amount of securities was revoked upon a 
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showing that the company had vivlated the 
terms of the commission’s order, had failed 
to make regular reports or put its affairs 
and accounts in proper condition. 


Missourr Commission: North Grand Im- 
provement Association v. St. Louis Public 
Service Co. (Case No. 6932.) A complaint 
by a civic organization of St. Louis against 
the rerouting of the Natural Bridge street 
cat line in that city because of alleged in- 
convenience to certain residents was dis- 
missed. The commission decided that the 
traction company had good and sufficient 
cause to reroute the line and had done so in 
what appeared to be the most practical man- 
ner with due regard to the adequacy of the 
service as a whole. The company had in 
this case followed the suggestion of the St. 
Louis Transit Survey Commission. 


Missouri SupreME Court: Public Service 
Commission v. Kansas City Power & Light 
Co. (No. 30518, 31 S. W. (2d) 67.) A 
lower court judgment sustaining a petition by 
the Missouri commission to restrain the elec- 
tric company from operating a 6-mile ex- 
tension line without the commission’s author- 
ity was affirmed. The court virtually decided 
that eiectrical utilities operating under au- 
thority of the commission cannot extend their 
lines into new territory without express per- 
mission of the commission. The right of the 
commission to eliminate inductive interfer- 
ence by power lines with telephone service 
was also sustained. 


Missourt SupreME Court: State ex rel. 
Henson v. Brown. (No. 29830, 31 S. W. 
(2d) 208.) A statutory presumption created 
by the Missouri motor bus law that all car- 
riers operating on a specified date were ren- 
dering a service required by public conven- 
ience and necessity without further proof was 
held not to be available to a subsequent buyer 
of a bus line from an operator having such 
a statutory privilege. 


Montana Commission: Re Billings-Sheri- 
dan Motor-Freight Line. (Docket No. M. 
R. C. 34, Report and Order No. 1572.) In 
order to place two rival communities, Bill- 
ings, Montana, and Sheridan, Montana, on 
an equal footing in the matter of transporta- 
tion service, the Montana commission has 
granted authority for motor freight service 
between Billings and all Montana points in- 
termediate on the route to Sheridan which 
is competitive trading territory for both com- 
munities. The commission stated that the 
slight advantage which Billings heretofore 
had over Sheridan and certain of the towns 
in the territory involved in the matter of 
freight rates was more than offset by the 











superior transportation facilities available out 
of Sheridan. (See Utilities and the Public, 
page 763.) 


New Jersey Commission: Re Public Serv- 
ice Codrdinated Transport. An application 
of the bus company for approval of a mu- 
nicipal consent properly and validly granted 
by the borough of South Plainfield for the 
extension of its route in South Plainfield, 
notwithstanding the subsequent protests from 
and contention by the borough that it had 
been misled by the company and had since at- 
tempted to revoke the consent but had not 
followed proper statutory procedure in doing 
so. 


New Jersey Court or Errors anp Ap- 
PEALS: Sixty-Seven South Munn, Inc. v. 
Board of Public Utility Commissioners. This 
is apparently the first decision from the high- 
er court of any state on the subject of sub- 
metering. The court upheld the refusal of a 
public utility to sell electricity to an apart- 
ment house owner for resale to tenants 
through submeters. The right of the New 
Jersey commission to refuse to compel the 
utility to render such service to landlords by 
selling current to them at wholesale rates 
through master meters was also sustained. 


New Mexico Supreme Court: Becker v. 
Atchison, Topeka & Santa Fe Railway Co. 
(No. 3492, 291 Pac. 919.) Freight rates on 
coal fixed by the New Mexico commission 
for another rail line were sustained, the court 
holding that the comparison of rates on the 
same commodity for similar distances in 
western country affords satisfactory evidence 
to determine the reasonableness of newly 
established rates. 


New Mexico Supreme Court: San Juan 
Coal & Coke Co. v. Santa Fe, San Juan & 
Northern Railway Co. (No. 3498.) Freight 
rates fixed by the New Mexico commission 
on coal were set aside when they were found 
to be below the cost of transportation for a 
carrier hauling coal almost exclusively lack- 
ing trade in other commodities to recoup the 
losses sustained. 


PENNSYLVANIA COMMISSION: Armstrong 
Cork Co. v. Bell Telephone Co. The com- 
mission approved of an air line measurement 
for long distance telephone rates rather than 
actual route measurement. (See Utilities and 
the Public, page 763.) 


Ruove Istanp Commission: Re Weiner. 
(No. 938.) The commission refused to in- 
terfere with the prior rights of two estab- 
lished bus line operators who occupy in turn 
a space for a city terminal in the heart of the 
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congested district of the city of Providence 
by permission of the city traffic authorities, 
so as to permit a new applicant for authority 
to operate in interstate service to park his 
bus there for certain intervals during busi- 
ness hours. The commission withheld the 
certificate until the applicant should make 
provision for an acceptable parking place in 
the city of Providence. (See Utilities and 
the Public, page 763.) 


Unirep States Districr Court ror Ono: 
West Ohio Gas Co. v. Ohio Commission et al. 
(No. 874, 42 F. (2d) 899.) A temporary in- 
junction was granted to restrain the enforce- 
ment of an order of the Ohio commission es- 
tablishing rates for natural gas in the village 
of Kenton. The commission’s rates were 
formulated after the commission had disap- 
proved of the company’s proposed schedule, 
based upon the wholesale rates which it paid 
to a wholesale distributor. The court found 
that under the circumstances the West Ohio 
Gas Company was unable to obtain from any 
available source better wholesale rates than 
designated in its contract. 


Wisconsin Commission: Re North-West 
Telephone Co. (U-3992.) Application of 
the telephone company for increased rates at 
its Wild Rose exchange area was granted 
with minor modifications. The commission 
in its opinion made some interesting observa- 
tions on the effect which recent Federal de- 
cisions requiring depreciation allowances to 
be based on present fair value have upon 
depreciation accounts of companies purchas- 
ing utility properties whose useful life has 
already been partially consumed. 


Wisconsin Commission: Re Rural Tele- 
phone Co. (U-3964.) The commission re- 
fused to make any determination on an ap- 
plication for increased telephone rates at 
Waupaca, Wis., where it appeared that the 
service would be subjected in the near future 
to great changes as to construction and oper- 
ating methods and no comprehensive plan 
upon which the commission could base any 
finding for reasonable rates for the revised 
service had yet been divulged. The applica- 
tion was dismissed without prejudice for fu- 
ture action. 


Wisconsin Commission: North Side Fuel 
& Supply Co. v. Chicago & North Western 
Railway Co. (R-3829.) In the absence of 
evidence refuting the validity of a contract 
between a railroad company and an industrial 
shipper, containing an apportionment of the 
expense of a spur track, the commission re- 
fused to determine what would be, independ- 
ently of the contract, a just division of such 
expenses. 


Nore.—The cases above referred to will be published in full or abstracted 
in Public Utilities Reports. 
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Utility Accepts Commission Order but Rejects 
Commission’s Opinion 


OMETHING new in the way of regu- 
latory procedure seems to be oc- 
curring in the matter of the application 
of the New York Steam Corporation 
for authority to issue securities. Last 
ay this company asked the New 
ork commission for authority to 
issue stock calculated to yield around 
$5,600,000, to be spent for certain cor- 
porate purposes. Last September, the 
23rd to be exact, the commission made 
an order authorizing the company to 
issue stock estimated to yield about 


,000,000. 

If that had been all there was to the 
matter, everybody apparently would be 
happy and satisfied. But that was not 
all. Prior to the order, on September 
9th, Chairman Maltbie handed down an 
opinion in the matter (P.U.R.1930E, 
227), which indicated that he did not 
think the company’s accounts were all 
they might be. This opinion received 
the concurrence of a majority of Chair- 
man Maltbie’s fellow commissioners and 
was duly registered as an opinion of 
the commission. 

This left the company in a peculiar 
position. It was satisfied with the re- 
sults obtained, but it did not like what 
Chairman Maltbie said about it. It had 
received substantially everything it had 
asked for except kind words. It did 
not want an appeal or even a rehear- 
ing, but it did want to show its objec- 
tion to Chairman Maltbie’s opinion. 
How could this be accomplished ? 

New York’s public service commis- 
sion law provides only for a rehearing 
to a dissatisfied party after an order of 
the commission has been entered. But 
it is silent as to how a party who has 
been granted its request might register 
its disapproval of what has been said 
by the commission. 
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Upon advice of counsel, the company 
finally determined to accept the order 
with all its conditions, but to show its 
disapproval of the opinion in the form 
of a document filed with the New York 
commission entitled “Exceptions and 
Objections of the New York Steam 
Corporation to the Opinion of Septem- 
ber 9, 1930.” 

In the course of this document the 
company declares that the commission’s 
opinion contains certain statements 
based on misapprehension of the facts 
and expressions of view which are 
questionable. The company claims 
that as a result of these observations in . 
the commission’s opinion, the former’s 
interests are seriously prejudiced as 
well as the interests of its stockholders. 
The company alleges further that the 
commission’s remarks have already had 
an adverse effect upon the previously 
favorable credit position occupied by 
the company. 

The document specifically objects to 
seven conclusions of Chairman Malt- 
bie’s opinion and explains in detail its 
position with regard to each of the 
points described. For instance, its de- 
fense to the charge made in the com- 
mission’s opinion that the corporation’s 
capital accounts as of August 11, 1921, 
were misleading, was that the original 
entries of fixed capital on the books of 
the company were made not only in ac- 
cordance with the public service com- 
mission law, but in compliance with 
very definite orders from the commis- 
sion as to the manner in which such 
fixed capital should be determined and 
recorded. 

The filing of such a document with- 
out a request for a rehearing and even 
while accepting the commission’s order 
seems, as we said before, something 











new. Just what action the commission 
will or cah take in the matter is very 
doubtful. The final paragraphs of the 
exceptions and objections of the com- 
pany read as follows: 


“The proceeding in this case has, by the 
commission’s order, beet continued on the 
records of the commission. 

“The corporation respectfully begs to re- 
serve its rights and claitns in respect to 
the matters to be determined by the com- 
mission by reason of such further proceed- 
ings, and to any other matters covered by 
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the opinion and not herein specifically men- 

tioned.” 

Probably the company is merely seek- 
ing to preserve future rights by making 
a matter of record its defense to the 
charges made in the commission’s opin- 
ion. Otherwise, there. is a possibility 
that an acceptance by the company of 
the commission’s order might be here- 
after construed as acquiescence in the 
allegations contained in the eommis- 
sion’s opinion. 


Air Line Measurement for Telephone Rates 


HOULD long distance telephone rates 
S be measured “as the crow flies” or 
“as the poles stagger?” This is the 
interesting question answered in part at 
least by the Pennsylvania commission 
in dismissing a complaint against a new 
rate for special service filed by the Bell 
Telephone Company in the Keystone 
state. 

True, the complaint does not involve 
the ordinary long distance rates for 
telephone service generally. As a mat- 
ter of fact the rate had to do with the 
charge for “tie lines” or leased cir- 
cuits. The Armstrong Cork Company 
was the complainant. Yet the view of 
the commission in this proceeding may 
have a possible bearing as a precedent 
for future cases involving long distance 
rates generally. 

The Bell Company’s former rate was 
based on route measurement and re- 
quired anyone contracting for that type 
of service to pay $4 a mile for the 
actual route followed, with the under- 
standing that the telephone company 
would use the shortest route over which 
spare facilities were available. In 
other words, two companies subscribing 
to the same service between the same 
points may have been paying different 
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charges due to the routing of the facili- 
ties necessary to furnish the service. 
Between Harrisburg and Lancaster, for 
example, six different routes are avail- 
able, no two being the same distance. 

The Bell Company’s new rate is $5 
per mile based on “air line” measure- 
ment. The cork company attacked this 
as unjust and discriminatory, pointing 
out that air line mileage is only theoret- 
ical mileage and that messages will con- 
tinue actually to travel via a route mile- 
age involving operating costs in direct 
proportion to the actual length of line 
used. 

In dismissing the complaint the com- 
mission stated : 


“The record further shows that the re- 
spondent has 161 contracts for this class of 
service and that in 71 instances the air-line 
method of measurement has resulted in in- 
creases, in 83 instances the air-line method 
of measurement has resulted in decreases, 
and in seven instances there is no change 
whatsoever. It is also stated that the pur- 
pose of respondent was not to increase its 
rates, but to maintain the same amount of 
gross revenue from this class of service.” 


From this the commission decided 
that this complainant had failed to show 
that the new rate was unjustly discrim- 
inatory or unduly preferential. 


High Telephone Rates Called Confiscatory 


eg does one hear of utility rates 
so high as to be confiscatory. 
Usually the word “confiscatory” is used 
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in connection with excessively low rates 
—tates which if continued in force 
would have the effect of appropriating 


























a utility’s property without its consent 
and without equitable compensation. 
Nevertheless, it is sometimes argued 
that “confiscatory” can be used to de- 
note utility rates that are higher than 
they should be. 

The latest authority for this defini- 
tion is the Indiana Public Service Com- 
mission, which is apparently of the 
opinion that it is a poor rule that will 
not work both ways. If excessively 
low rates have the effect of confiscat- 
ing a utility’s property, why do not 
excessively high rates have the effect of 
confiscating the ratepayer’s property? 
There is a point, contends the Hoosier 
commission, to which rates of a public 
utility may be increased at which they 
become prohibitory and thereby confis- 
catory of the rights of the public, or 
more exactly, the ratepayers. 

This observation came in the course 
of the commission’s ruling denying the 
petition of the Southern Indiana hele. 
phone & Telegraph Company for in- 
creased rates on some thirty rural ex- 
changes. 

This petition has certainly been tossed 
upon the troubled regulatory seas. 
When it was first filed last summer, the 
tural territory affected was in the throes 
(and still is for that matter) of a se- 
vere economic depression, resulting 
particularly from the protracted 
drought that desolated the crops of In- 
diana. The commission felt that it was 
neither the time nor the place for in- 
creased telephone rates. Patrons were 
so bad off that they would be compelled 
to give up the service rather than pay 
increased tariffs. The commission was 
of the opinion that the Southern In- 
diana Company ought to bear its share 
of the hard times and hold the petition 
in abeyance until conditions in the terri- 
tory had improved. 

_ The company did not share this be- 
lief, however, and started suit in Fed- 
eral court to restrain the commission 
from interfering with the increase be- 
cause of such “capricious” reasons. 
With this move the commission rescind- 
ed its former order and volunteered to 
consider the petition on its merits, 
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pointing out that it was only trying to 
save the company from committing 
financial suicide or something very 
much like it, because the commission 
felt that more business would be lost 
by the rate increase than profits gained. 

Of course, the Federal court dis- 
missed the company’s suit without opin- 
ion as to the issues raised, when it saw 
that the Indiana commission was will- 
ing to consider the company’s petition 
on its merits. Then came the commis- 
sion’s decision denying the petition on 
its merits. The opinion states: 


“The commission, as a regulatory body,” 
the order said, “owes to the utility and the 
public its unbiased judgment in the face of 
all relevant facts. There is a point to 
which rates may be reduced to bring about 
confiscation of property. There is a point 
to which rates may be increased to make 
them prohibitory and thereby confiscatory 
of the rights of the public. 

“Rates have been increased in some 
known instances within this state, and we 
think in some instances within this com- 
pany’s properties, that brought about so © 
many withdrawals as to reduce rather than 
to increase the revenues of those exchanges. 

“We think that the present rates in force 
at these exchanges under economical man- 
agement are ample to provide operating 
expenses, provide for a sufficient deprecia- 
tion reserve fund, and pay a reasonable 
rate of return upon a fair value of these 
properties.” 


The commission took exception to 
several items in the company’s alleged 
operating expenses including the salary 
of the president and refused to accept 
the company’s operating expenses in 
1929 as a typical year because of “start- 
ling increases” over operating expenses 
for 1928. 

The question whether the property of 
consumers can be confiscated by high 
rates has been raised and it has some- 
times been asserted that the rule as to 
confiscation works both ways. The ar- 
gument against that theory is that the 
company is compelled to render serv- 
ice at the established rates, while the 
ratepayer’s obligation to take the serv- 
ice is not compulsory. It is asserted 
that the ratepayer’s property could not 
be confiscated unless he were forced by 
law to take the service. 
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Commissions Exercise Control over General 
Commercial Conditions 


HEN commissions were first cre- 

ated in this country they had 
fairly simple tasks to perform, such as 
requiring railroad companies to operate 
trains safely and on time and to stop 
rate discriminations between patrons. 
With the years the authority of the 
commission has not only broadened as 
to scope, including all known public 
utilities, but also as to the quality of its 
jurisdiction, including powers over 
rates, service, conservation, monopolies, 
oe cutting, and other odd regulatory 
jobs. 

More recently there seems to be a 
tendency toward the exercise by the 
commissions of powers to control com- 
mercial competition generally in so far 
as the same can be affected by utility 
service. They are called upon to ad- 
just relations between one class of cus- 
tomers and another class of customers ; 
and indirectly between one industry and 
another industry, between one com- 
munity and another community. 

A specific instance of this new au- 
thority of the state commissions can be 
found in West Virginia’s statute requir- 
ing the commission of that state to per- 
mit hydroelectric development only 
after a thorough investigation of the 
effect that the proposed operations will 
have on basic industries of the state, 


such as the coal business ; and the effect 
on economic conditions generally and 
the welfare of the residents at large, 
whether they be patrons of a utility or 
plain citizens. 

In the absence of such legislation a 
recent decision of the Illinois supreme 
court sustained an order of the commis- 
sion of that ctate reducing freight rates 
on crushed stone to prevent alleged un- 
due discrimination against shippers 
outside of the Chicago switching dis- 
trict. The court ruled that the commis- 
sion in fixing carrier rates may prop- 
erly consider in connection with other 
evidence commercial competition in the 
territory affected. 

Still more recently the Montana com- 
mission awarded a certificate of con- 
venience and necessity for motor car- 
rier service that was frankly designed 
to place the cities of Billings and Sheri- 
dan on an equal footing in the matter 
of transportation service as to commer- 
cial relations with intermediate trading 
territory. It appears that heretofore a 
slight rail rate advantage held by Bill- 
ings had been more than offset by su- 
perior transportation facilities available 
out of Sheridan. The new service was 
authorized in the interest of trade 
parity between the communities to be 
served. 





Picked Out of the Daily News 


A’ the end of July fourteen subsidiaries of the National Electric 
Power Company, operating in fifteen eastern states, had 5,522 
employees as investors in preferred stock in their own companies out 
of 6,832 employed, or 80.8 per cent. 


T HE Missouri commission has allowed the Southwestern Bell 
Telephone Company to place telephone service to college frater- 
nity houses under business rates instead of under residence rates; 
it appears that the boys talked too long and too often for the com- 
pany to make any profit from its service under the old residence 


rates. 
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Berkeley, California, is noted for its 
beautiful thoroughfares 


Sales Offices: 


General Electric Merchandise ae 
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Now Berkeley Chooses Fluted 


Steel POLES 


EPLACING other poles and indi- 
vidual lighting standards, Union 
Metal Heavy Duty Poles have 


transformed the appearance of San 
Pablo Avenue in Berkeley, California. 


These 32-foot poles perform their 
numerous duties safely and with a 
minimum of attention. Slender, 
straight and uniform, they represent 
the ideal method of carrying electrical 


services through city streets. 


In Berkeley the Union Metal Poles are 
equipped with twin street lighting units, 
cross arms, trolley span wire supports 
and concealed cable-risers. In numer- 
ous other cities they are also used for 
a multitude of duties—often at a great 
saving in cost and always to the better- 


ment of street appearance. 


If you are not familiar with this ad- 
vanced type of pole write for complete 
information. 


THE UNION METAL MANUFACTURING COMPANY 


GENERAL OFFICES AND FACTORY 
New York, Chicago, Cleveland, Boston, Los Angel 


DISTRIBUTORS 


CANTON, OHIO 


San Fr » Seattle, Dallas, Atlanta 





Graybar Electric Company, Inc. 


in all principal cities 
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DECEMBER RQ 








Reminders of 
Coming Events 





ff LUM AN ACK and Anniversaries 

















25 TA The “Best Friend of Charleston,” a railroad locomotive constructed in England for 
use by the South Carolina Canal & Railroad Co., was put into regular service; 1830. 

26 F The U. S. Government took possession and control of the railroads of this country as a 
war measure, and W. G. McADOO was appointed Director General of Railroads; 1917. 

27 Se NICHOLAS ROOSEVELT, the inventor ‘associated with FULTON in the intro- 
duction of steamboats, was born in New York; 1767. 

28 S The “Schenectady Cabinet” carried the first newspaper notice of the application to the 


N. Y. legislature for incorporating the Mohawk & Hudson Railroad Co.; 1825. 
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The Cleveland Electric Railway cut the street car fares on all of its lines to 34 cents; 
1906. 





The first subway to be operated in the Far East was formally opened in Tokyo, Japan, 
to the amazement of the citizens; 1927. 
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The human voice was carried across the Atlantic by radio for the first time when 
KDKA of Pittsburgh extended greetings to England; 1923. 





JANUARY RQ 





The State Corporation Commission of New Mexico was created; at the same time 
New Mexico became a state; 1912, q New Years Day. 





The “New York Herald” announced that the “first practical and fully successful test” 
of the transmission of pictures over telegraph wires was made in its offices; 1898. 





One of the first electrical generating machines—a ball of sulphur revolving under @® 
friction—was a toy devised by OTTO VAN GUERICKE, a German; (c) 1632. 





A general strike of telegraph operators throughout the country was called, 1870. 
First simultaneous broadcasting by wire-connected radio stations; 1923. 





GEORGE WASHINGTON unwittingly became an investor in a natural gas property 
when he purchased a tract near Charleston, W. Va.; 1775. 





A tremendous stride was taken in the development of the power industry when the 
steam turbine (invented in 1884), was applied to the generation of electricity; 1891. 














E. H. HARRIMAN became president of the Union Pacific Railroad; 1904. The first 
commercial transatlantic radiophone service was instituted; 1927. 
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“He that invents a machine augments the power of a man 
and the well-being of mankind.” 
—Henry Warp BEECHER 
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From a camera study by Wm. M. Rittase 


TRANSMISSION 


“By means of electricity, the world of matter has become a great 
nerve, vibrating thousands of miles in a breathless point of time.” 
—NAaTHANIEL HAWTHORNE 





